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Economic development in the third quarter continued 
to be positive, despite slower growth rates in some 
sectors and areas of government economic policy.
The generally positive assessment of the quarter is 
based on macroeconomic indicators such as GDP 
growth, inflation and unemployment. At the same 
time, the trade balance worsened seriously on an 
annual basis. Foreign direct investment increased. 
The positive sectoral trends in tourism, the banking 
system and the capital market continued. There 
is some revival in the energy sector, the high-tech 
sector and communications. Positive steps were 
made in social and environmental policies.
The healthcare reform and the transport sector 
are stalling again. Despite the positive steps and 
the generally improved policy toward enterprises, 
reflected indirectly through the higher Estat index 
of business climate in Bulgaria, the condition of 
entrepreneurship environment could be assessed 
as rather neutral. Company competitiveness, in 
view also of the accession to the European Union 
remained low.
There are no grounds to expect that GDP growth in 
the third quarter of 2003 could exceed the 6.4 per 
cent growth on an annual basis in the corresponding 
quarter of 2002 (the highest in the corresponding 
quarters of recent years). For the quarter, if we 
assume a value added growth in industry of about 7 
per cent and about 5 per cent in services, the GDP 
growth on an annual basis could be estimated at 
about 4.5 - 5 per cent. We expect a higher value 
added growth in industry compared with the third 
quarter of last year’s 5.3 per cent. We expect that 
the value added in services will exhibit slower growth 
than in the last year’s third quarter and this, given the 
prevailing weight of the sector in the structure of GDP 
produced, will not allow overall economic growth to 
exceed the level attained in the third quarter of 2002. 
Expectations of economic growth in gross domestic 
product used are based mainly on expectations of 
a sustained comparatively high growth rate in end 
consumption and a two-digit growth on an annual 
basis in investment in fixed assets. The negative 
effect on the overall economic growth from higher 
growth in imports than that of exports of goods 
continued.
Following insignificant monthly inflation from 
January to April and deflation in May and June, in the 
third quarter of 2003 consumer prices rose smoothly, 
by little less 1 per cent on a monthly basis, which 
raised the price level in September by 1.2 per cent 
compared with December 2002. The reduction of the 
number of registered unemployed, which started 
in the beginning of the year, continued in the third 
quarter, but at slower pace compared with the first 
half of the year. 
The current account surplus in the amount of USD 
172.4 m in the third quarter is accounted for by the 
positive contribution of the balance on services (USD 
576.0 m) and the balance on current transfers (USD 
197.1 m), as well as by the negative contribution of 
the trade balance (USD -512.9 m) and the balance 
on income (USD -87.8 m). Although the current 
account balance in the third quarter of 2003 is 
positive, it worsened (by USD 158.7 m) against the 
positive balance for the same period of 2002, but 
the worsening was less than the worsening of the 
negative balances on the current account for the first 
two quarters of 2003, due to the adverse effect of the 
trade balance deficit (FOB/FOB).
The trade balance deficit continued to increase due 
to the higher growth in imports than that in exports. 
The USD 2126.2 m deficit accumulated for the nine 
months is by USD 814 m higher than in the same 
period of 2002. Significant changes evolved in the 
commodity and geographic structure of exports. 
Accelerated growth in export of consumer goods 
contributed to their increased share in total exports 
and EU member countries continued to be the main 
market for exported Bulgarian goods with a share of 
56.6 per cent. Changes in the structure of imports 
are less sizeable: the growth rates in the three major 
commodity sections - consumer goods, raw material 
feedstocks and investment goods - are almost equal 
and their share in total imports remained almost 
unchanged from the previous year. Growth in imports 
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of consumer goods is not a cause for concern as 
equal growth rates in imports of investment goods 
and raw material feedstocks is indicative of working 
economy and better access of Bulgarian products 
on the international markets, i.e. stable growth in 
exports.
Inflow of foreign direct investment continued to 
increase (even after the significant revision of 2002 
data) and there is high probability that the forecasts of 
a year with most sizeable investments will materialize. 
The increase is due mainly to credits received by joint 
ventures operating on the Bulgarian market from their 
direct investors. The credits are used for production 
expansion and construction of new production 
units. Clearly, foreign investors assess the business 
climate and the conditions on the Bulgarian market 
as favorable for business development and invest 
to establish themselves as significant part of the 
developing Bulgarian economy.
The integrated value of the Estat index of business 
climate in Bulgaria in October is +3.33, the highest 
value of the index since April 2002. Nevertheless, 
due to the wide range of the scale (values from -100 
to +100), the index remains in its neutral section. The 
economic environment for business development 
is still characterized as “neither favorable, nor 
unfavorable.” The increase of the index in 2003 
is comparatively small and for this reason it is 
still early to speak of a stable positive trend. 
Managers’ assessments of internal resources and 
the perspectives and expectations about the future 
improved most significantly.
According to NSI surveys, in the third quarter of 2003 
the economic conditions in the country improved in 
comparison to the previous quarter. In July the general 
business climate indicator rose by 3.2 percentage 
points on June, mainly due to increased optimism 
in the services sector. In August it sustained and in 
September dropped by 1.9 percentage points, but for 
the third quarter as a whole the indicator exceeds the 
levels in the corresponding quarters of last year. 
Based on the events in various directions of the 
enterprise policy, a general assessment of the 
condition of entrepreneurial environment could be 
made. Privatization is one of the areas in which the 
weaknesses of the government considerably exceed 
its successes. Implementation of the privatization 
program by the Privatization Agency (PA) still lags 
behind. During the reporting period no key deal for 
big enterprises was concluded, which led to the 
postponement of the PAL 2 loan from the World 
Bank (the loan was earmarked for establishing 
stable public institutions). Lacking capacity or will for 
privatization by the PA led to ideas for its elimination 
from the privatization process and establishment 
of a structure similar to the Bank Consolidation 
Company (BCC) to take over the privatization of 
key companies. It is expected from the new team 
of the Ministry of Economy to find mechanisms for 
offsetting the delay in the process (elimination of the 
PA is one of these), which would enhance confidence 
in governance domestically and abroad and would 
refute expectations of a governance crisis and 
political instability. 
Legislative initiative in the review period in respect 
of medium and small-sized enterprises was not 
very active due to the change of the management 
of the MoE. Nevertheless, ideas about changes in 
the status and functions of the Agency for Medium 
and Small-sized Enterprises and the definition of 
SMEs were generated. The proposed changes are 
a positive step toward improving the administrative 
environment for enterprise start up and operation in 
Bulgaria. However, a negative development was the 
delayed adoption of the new Act on the Promotion 
of Investments in SMEs, which would channel risk 
investments to them and would lay down the legal 
basis for encouraging the new economy in Bulgaria. 
In the review quarter the borrowing options for SMEs 
increased. The ME is indebted to the business in 
terms of providing information about the requirements 
to enterprises arising from Bulgaria’s future full 
membership in the EU and this gap is starting to 
be filled in by various non-government and industry 
organizations, which inform the business about the 
requirements in their industries.   
It should be noted that the Act on Restriction of 
Administrative Regulation and Administrative Control 
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on Economic Activity is only a small part of the 
necessary work by the administration for reducing 
start up expenses and expenses on business 
development in Bulgaria. Further steps are needed 
such as additional revision of license regimes with a 
view to their reduction.
Changes in the area of protection of competition are 
related mainly to a more active performance of the 
functions mandated to the Commission for Protection 
of Competition, which was contrary to expectations 
in the third quarter. This is due to the change of the 
management of the Commission, expected to be a 
catalyst of the processes of pro-active competition 
protection in Bulgaria. This would lead to earlier 
closing of the Competition Chapter in the negotiation 
process with the European Union. 
In September a new Public Procurement Act was 
adopted at first reading, aimed at harmonizing 
Bulgarian legislation in the field with the European 
acquis communautaire, taking account of the specific 
needs of the companies in Bulgaria. These needs 
left the thresholds for public procurement still far 
from the European ones. The law provides for the 
establishment of a Public Procurement Agency and 
a Public Procurement Register. Some measures for 
more efficient preventive control on the contracting 
authorities and contractors of public procurement 
are provided for as well. By 2007 some preferences 
for MSE are to be preserved, stimulating their 
participation in the bids.
Despite the amendments to the Constitution, no 
significant steps toward improving the work of the 
law-enforcement and tribunal authorities in Bulgaria 
were taken. The disputes on the election of a new 
chairman of the Supreme Administrative Court 
continued, which affected the consolidation of the 
judiciary. During the review period the results of the 
reports on the level of corruption in Bulgaria were 
announced - those of the Coalition 2000 and of the 
Transparency International. The indices of corruption 
summarized in the reports do not show a significant 
change from previous periods’ levels. 
In July the changes in the Civil Servants Act were 
adopted at first reading. A competition procedure for 
the selection of civil servants, regular performance 
assessment and clear rules for job promotion are 
introduced. An anti-corruption mechanism and a 
mechanism for eliminating the conflict of interest in 
the agencies are also introduced. 
During the third quarter positive developments 
occurred in terms of reducing trade restrictions 
between Bulgaria and some future member countries 
of CEFTA. This positive event impacts the level of 
integrity of the regional product market and helps 
Bulgarian companies to export more and encourages 
companies in the other countries to achieve higher 
competitiveness. In the third quarter a new draft 
Investments Promotion Act was discussed, providing 
for positive changes in the investment environment 
in two directions: incentives for investment in the 
country above a specific threshold and a differentiated 
approach of the administration toward investors 
depending on the size of investment, as well as 
abolishment of the requirement to foreign investors 
for permanent residence permit, which is also a step 
forward in equalizing the rights of Bulgarian and 
foreign entities having decided to invest in Bulgaria.
In terms of public finance, good execution of 
the budget under the consolidated fiscal program 
occurred in the third quarter. As of 30 September 
2003 the surplus on the consolidated fiscal program 
almost doubled compared with the third quarter of 
2002, totaling BGN 847.8 m. It is expected that the 
trend will sustain in the last quarter of the year. The 
fiscal reserve at the end of September increased on 
the previous quarter, amounting to BGN 4 450.5 m, 
including deposits with BNB of BGN 3 831.5 m and 
foreign currency assets of BGN 1 871.6 m. 
After Standard & Poor’s and Moody’s raised the 
long-term credit rating of the Republic of Bulgaria 
in local and foreign currency in the second quarter 
of the year, Japan Credit Rating Agency (JCRА) 
and Fitch Ratings also revised their assessments 
upward. At the end of the third quarter of the year 
the total government and government guaranteed 
debt amounts to BGN 17 194.7 m at BNB central 
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exchange rates for the lev at 30 September 2003. 
Compared with the second quarter, the total debt has 
declined by ВGN 170.1 m. At comparable data, the 
debt/GDP ratio has dropped from 49.2 per cent at the 
end of June to 48.7 per cent at the end of September 
2003. In dollar terms, however, the government and 
government guaranteed debt increased by USD 98.4 
m for the period from the end of the second quarter 
till the end of the third quarter of the year. As of the 
end of September the foreign debt amounts to EUR 
7 657.4 m (against EUR 7 736.4 m at the end of the 
second quarter of 2003). As a result mainly of the 
changes in the exchange rates for the period end-
June till the end of September 2003 the total debt 
amount in dollar terms has increased by USD 82 m. 
As of 30 September 2003 domestic debt amounts 
to BGN 2 218.2 m. Compared with the end of the 
second quarter, it has declined by BGN 15.7 m. 
As regards social and health policies, a downward 
trend in the number of unemployed registered in 
labor offices evolved in three consecutive months - 
July, August and September - and the unemployment 
level of 12.76 per cent is the lowest for Bulgaria 
since 1998. Although the upward trend in real 
incomes of the population continued in the third 
quarter of the year, the July NSI survey of “consumer 
confidence” registered higher pessimism in consumer 
assessments and expectations compared with the 
previous quarter. The future will show what effect the 
amendments to the Civil Procedure Code adopted by 
the National Assembly will have, aimed to change 
labor relations regarding employers’ repayment of 
liabilities to employees. So far there are doubts that 
this mechanism will work. In addition, the adopted 
Anti-Discrimination Act is a step toward harmonizing 
Bulgarian legislation with the European one. 
The most discussed topic in the area of social 
security in the third quarter of 2003 was the issue 
of whether to lift or not the ceiling on pensions as 
of 1 January 2004. Representatives of the Ministry 
of Labor and Social Policy, the Ministry of Finance, 
the National Social Security Institute, trade unions, 
media and other experts in the field took part in the 
discussion, which reflects the social importance of 
the issue of pension model development in Bulgaria. 
The adoption of the Civil Servants Act ensured 
equality in the Social Security System and equal 
footing for insured persons.  Negotiations between 
unions’ and employers’ organizations on the new 
minimum social security thresholds ran smoothly 
during the quarter, as a result of which the thresholds 
of only six economic activities were administratively 
set. A new participant entered the pension market 
– DZI (State Insurance Institute) - Pension Insurance 
- expected to enhance competition on this market. 
The regulation proposed by the Financial Supervision 
Commission, regarding the procedure and the 
manner of transferring insured persons from one 
pension fund to another was discussed in detail in the 
review quarter. The idea behind this regulation is to 
provide opportunity to insured persons to take active 
part in the management of their funds, accumulated 
in individual accounts. 
In the area of healthcare a major problem in the 
third quarter were the debts of hospitals and their 
financing by the Ministry of Health. Insufficient funds 
for medicines, planned in the budget of the National 
Health Insurance Fund for this year, forced NHIF to 
request from the National Assembly to update the 
Fund’s budget for 2003. This happens for the first 
time in its history. Three controversial draft laws 
amending and supplementing the Medical Institutions 
Act were proposed by representatives of the National 
Movement Simeon II (NMSS), the Movement for 
Rights and Freedoms and the Council of Ministers, 
revealing the lack of coordination between the 
representatives of the governing majority. The 
negotiations between the NHIF, the Bulgarian Doctors 
Union and the Union of Dentists in Bulgaria on the 
National Framework Agreement for 2004 started 
at the end of September and the new mechanism 
of financing medical institutions in the next year 
proposed by NHIF caused serious dissentions 
between the medical community and the Fund at the 
very beginning of negotiations. The newly established 
Association of Licensed Voluntary Health Insurance 
Companies requested from the Ministry of Health a 
more precise definition of the basic package of health 
services guaranteed by the NHIF budget so that the 
area of action of the voluntary health insurance in the 
healthcare system be defined precisely. 
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Environmental policy in the third quarter of 2003 was 
characterized by legislative regulation of the activities 
in the Waste sector. The newly adopted Waste 
Management Act creates the regulatory framework 
for the introduction of modern European practices in 
terms of separate collection, integrated management 
and efficient use of industrial and household waste. 
The law establishes new relations in principle between 
the state, local authorities, economic operators, and 
individual consumers in view of their responsibilities 
for environmental protection and recovery in line with 
the requirements of the European directives. Of key 
importance are the economic instruments regulating 
the underlying principles of the government policy in 
this field. As some of the economic mechanisms are 
applied for the first time in the country, their efficiency 
should be subject to analytical studies in the future. 
Financial intermediation in Bulgaria continued to be 
effected mainly through the banking system. The 
condition of the banks in Bulgaria is stable, with 
excellent indicators of capital adequacy and liquidity 
and a well-functioning banking supervision. At the 
end of the third quarter there are 35 banks in Bulgaria 
(following the licensing of the new East-West Bank 
AD), out of which 28 are banks licensed to perform 
transactions in the country and abroad, there is one 
bank with a license to conduct transactions only in the 
country and six branches of foreign banks. Foreign 
participation in the Bulgarian banking system prevails 
both in terms of control over equity and in terms of 
managed assets. After the sale of DSK Bank AD 97 
per cent of the total banking system assets are held 
by private persons and foreign banks and investors 
control over 85 per cent of bank assets. During 
the quarter the discussion about possible threats 
consistent with the intensified lending activity of the 
banks gained momentum, mainly addressing the 
quality of loan portfolios and the potential threats to 
the banking system. Some of the above concerns 
probably led to the amendment to Regulation No. 9 
of the BNB. Overall, in the third quarter of 2003 the 
banking system continued to increase its assets, 
deposits and operating profit. At the end of September 
banking system assets totaled BGN 16 386 230 
thousand, deposits accounted for BGN 12 690 460 
thousand, and the operating profit of the banking 
system was BGN 293 663 thousand. According to 
the latest available data, total capital adequacy of 
commercial banks as of the end of June was 23.87 
per cent (group three excluded). Interest rates on 
short-term and long-term loans in BGN decreased in 
September compared with June.
The role of the capital market in the financial sector 
of Bulgaria is still insignificant – as of the end of 
September 2003 total market capitalization of the 
Bulgarian Stock Exchange – Sofia AD comprised 
6.88 per cent of the GDP estimate for 2003. In the 
third quarter of 2003 bourse trade in compensatory 
instruments was active and the SOFIX index 
increased to reach record high values. Market 
capitalization increased further in the third quarter. 
Turnover in the third quarter exceeded that in the 
second quarter (not taking into account the sale 
through the stock exchange of the state-owned 
minority blocks - mainly those of Bulgartabac 
Holding AD in the second quarter and the DZI AD 
in the third quarter). Total trading volumes remained 
below the levels in the second quarter (again even 
without the privatization market). Liquidity on certain 
positions was good and increased but remains low 
as a whole. The number of issues registered for 
trading continues to be high but liquid positions are 
few (these are most of the securities included in the 
SOFIX index plus some of the former privatization 
funds). Market incentives are still insufficient to 
establish good corporate management practices 
even in public companies. During this quarter the 
financial statements of public companies for the first 
half of 2003 were to be published. The impression 
from the previous year that the market needs and 
starts to use financial information and news from the 
traded companies is confirmed. The price dynamics 
of shares, especially on liquid positions, reflects to a 
greater extent corporate events, which is a sign of 
better investment culture of market participants and 
improved market efficiency as a whole. However, 
the positive news about compensatory instruments 
trading on the Bulgarian Stock Exchange – Sofia AD 
in the second quarter stepped back to disclosures 
about the so-called problem lots and this accelerated 
the amendments to the Act on Compensatory 
Instruments Transactions discussed earlier. Among 
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the major events in the third quarter were the sales 
in the privatization market against compensatory 
instruments of blocks of DZI AD (20 per cent) and 
Oil and Gas Exploration and Extraction EAD (49 
per cent). The third quarter of the year brought new 
changes in the regulation of the capital market - a 
new Regulation on the Requirements to the Activity of 
Investment Intermediaries and a new Regulation on 
the Prospectuses for Public Offering of Securities and 
Disclosure of Information by Public Companies and 
Other Issuers of Securities, adopted by the Financial 
Supervision Commission. The Commission approved 
a draft Regulation on the Capital Adequacy and 
Liquidity of Investment Intermediaries (adopted later 
in October, introducing higher capital requirements to 
investment intermediary activity).
In the third quarter of 2003 the legislative reforms in 
the energy sector continued. The Council of Ministers 
approved a draft Energy Efficiency Act and  the draft 
Energy Act was voted at first reading by the National 
Assembly. With a view to increasing the general energy 
efficiency and improving environmental compliance 
of the electricity produced in the country, a regulation 
on trade with green certificates was drafted. The 
criteria for participation in the tender procedures for 
the privatization of electricity distribution enterprises 
were formulated and a Section 8 “Social Aspects” 
was incorporated in the strategy for the privatization 
of electricity distribution enterprises. In terms of 
the prices of energy resources the most significant 
changes occurred in the prices of natural gas for 
consumers connected to the transfer and distribution 
network of Bulgargas, which in turn will impact most 
significantly the big consumers of the raw material 
such as the fertilizers, glass, oil, cement and ceramic 
industries and district heating companies.
Despite the cabinet reshuffle in the third quarter, there 
were no events leading to serious practical results in 
the Transport sector. The efforts were focused on the 
Strategy for Development of the River and Maritime 
Transport and Ports until Republic of Bulgaria’s 
Accession to the European Union and introduction 
of the vignette system for using the national road 
network.
In the area of high-tech and communications, 
following long delay and continued discussions, a 
new Telecommunications Act was adopted in the 
third quarter. Along with this the Communications 
Regulatory Commission issued five individual 
licenses for construction, maintenance and use of 
public telecommunication fixed telephone networks 
and provision of voice service. This development 
is the first sign that the actual monopoly of the 
Bulgarian Telecommunication Company (BTC) is 
eliminated by entry of new market competitors. At 
the end of September the start of the Bulgarian 
electronic government was officially announced 
with the launch of three services in the network 
– change of address registration, reference about 
court registration of companies, and check for social 
security contributions.
In the third quarter tourism continued to develop 
successfully – the number of foreign tourists 
increased as well as revenues from that sector. 
Compared with the same period of the previous year, 
the number of tourists visiting the country increased 
by 16.5 per cent and revenues rose by 22 per cent, 
exceeding USD 811 m. The surplus in tourism for 
the period July – September is USD 249.2 m.  The 
requirements of the new tourist industry necessitate 
development of new strategies in this area both by 
the state and by individual companies. In the third 
quarter the Ministry of Economy proposed new ideas 
for structural and organizational changes in the tourist 
industry, which were subject to broad discussion. 
An overall “Concept for Creating a New Model of 
Managing Resorts of National Importance” was 
developed and discussions on it are still underway 
– mayors of municipalities in the biggest resorts 
disagree with some of its formulations. A key aspect 
related to the institutional improvement in the area 
of tourism is the establishment of a Tourism Agency 
at the Ministry of Economy, due to merge with the 
existing National Tourist Advertising and Information 
Agency. This is to be regulated with the envisaged 
changes in the Tourism Act. In the third quarter of the 
year other legislative changes were commented as 
well, related to determining the amount of third party 
liability insurance for public catering establishments 
and hotels, introducing categorization of beaches and 
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ski tracks. In the past high summer tourist season the 
trend toward expanded tourist investment continued, 
particularly in the southern part of the Bulgarian 
Black Sea coast. During the review quarter active 
advertising of the Bulgarian tourist product at national 
and international forums continued. A major step 
toward improved marketing not only of Bulgaria but 
of the whole South Eastern Europe was the meeting 
of the Balkan Federation of the Associations of Travel 
Agencies held in Ohrid in September. 
In agriculture, given the unfavorable weather 
conditions, the poor crop, especially the cereal one, 
did not surprise the market. As a result of subsidizing 
the purchase of quality seeds and fertilizers for 
sowing and providing support to harvest, the quantity 
of agricultural produce could be assessed as 
satisfactory and the quality, much better compared 
with the previous years. The poor cereal crop not 
only in the country but globally caused fears of 
deficiency of crop to feed the population and animals 
as well as of serious price rises consistent with price 
rises in international commodity markets. To this end, 
the government took a decision to intervene on the 
domestic market, prohibiting exports of cereal and 
releasing 100 thousand tons from the State Reserve 
for sale. This intervention of the state is provided for 
by law and results from existing imperfections of 
the market, creating possibilities for manipulation. 
Nevertheless, the intervention by the state was 
subject to heated discussions and criticism.
The Greek presidency of the European Union 
ended with the closing of yet another chapter on 
Bulgaria’s accession to the EU, Chapter 22: 
Environment. Consultations on Chapter 24: Justice 
and Home Affairs focused the attention in the period 
July – September 2003. At the beginning of July, 
during his visit to Bulgaria the EU Commissioner 
for Enlargement pointed out that amendment to the 
Constitution is a precondition for the implementation 
of the judiciary reform. In September the National 
Assembly adopted with 230 votes, without against 
or abstention vote, the changes in the Constitution 
related to the judiciary reform. Utilization of funds 
under the PHARE and SAPARD Programs improved, 
while utilization of funds under ISPA lagged behind.
The issue of regional economic development 
acquires ever-greater importance in view of the 
country’s preparation for full EU membership and 
capacity building for utilization of structural funds. 
The National Assembly adopted the approved draft 
Regional Development Act at first reading. In contrast 
to the former law, the new draft describes in detail 
the regions for planning and the regions for targeted 
impact, the activities on regional development 
planning and programming, and the management 
structures. This law is perceived as ensuring an 
appropriate legal framework for full consistency 
with the EU policies and regulations, including 
operations financed through pre-accession funds. 
The discussion on the need to form a second level of 
local self-governance (such as districts), if eligibility at 
regional level is introduced, is continuing.
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Gross Domestic Product
There are no sufficient grounds to expect that 
economic growth in the third quarter of 2003 will 
be higher than growth in the same period of last year 
on an annual basis, 6.4 per cent (the highest for the 
corresponding quarters in the past several years).
On the other hand, growth in the third quarter will 
probably exceed growth in the second quarter of 
2003, 4.4 per cent on an annual basis, as in October 
the general “confidence indicator”1 for the economy 
is 0.4 per cent higher compared with July 2003, 
respectively consumer assessment of the overall 
economic situation in the country for the past 12 
months is more favorable. 
The positive dynamics of industrial production 
exceeds production growth in the third quarter of 
2002 and gives ground for assuming a higher value 
added growth in industry compared with growth in the 
third quarter of 2002. It should be noted that on an 
annual basis growth in sales for direct export in the 
third quarter is twice higher than growth in last year’s 
corresponding quarter. In addition, in the third quarter 
of 2003 business climate in construction and the 
balance of assessments for the present construction 
activity reached their highest levels compared with 
the same quarters in previous years. This gives 
ground to expect that growth in construction will 
probably exceed growth in the last year’s third quarter. 
Consequently, growth in value added in industry as 
a whole will probably exceed the 5.3 per cent growth 
in the third quarter of 2002.
Negative indications of the restrictive effect on growth 
in generated gross domestic product  by production 
are the downward trend in growth of sales in trade on 
an annual basis since June, with slower growth rates 
in August and September than in the corresponding 
months of 2002. Concurrently, the business climate 
in the services sector (excluding trade) slightly 
deteriorated compared with the third quarter of last 
year. The nominal BGN growth in export of services 
is 3.7 per cent against 0.4 per cent in the third quarter 
of  2002. However, the positive dynamics in export 
of tourist services, growing by 6.8 per cent against 
1.7 per cent respectively, is noteworthy. However, we 
assume a lower value added growth in the services 
sector as a whole compared with last year’s third 
quarter and this, given the prevailing weight of the 
sector in the structure of GDP produced, will probably 
preserve overall economic growth not higher than at 
the level attained in the third quarter of 2002.
Figure 1. Industrial production growth rate, corresponding 
month of the previous year =100, %
Source: NSI
Figure 2. Domestic trade sales growth rate, corresponding 
month of the previous year =100, %
Source: NSI
In 2002 value added growth in the services sector 
exceeded industrial growth, while in the first half 
of 2003 industry grew at twice as higher rates than 
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1 NSI, Consumers monitoring in October, 2003
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services. In the second quarter of 2003 value added 
in industry grew by 6.8 per cent on an annual basis 
and that in services, by 3.8 per cent, with the industrial 
and the services sectors contributing to GDP growth 
1.8 and 2 points, respectively. In the third quarter 
of 2003, if we assume about a 7 per cent value 
added growth in industry and about a 5 per cent 
value added growth in services, GDP growth on 
an annual basis could be estimated at about 4.5-5 
per cent. 
Our expectations for economic growth in gross 
domestic product consumed are based mainly 
on the expectations for high growth in end 
consumption. High growth rates in household 
incomes sustained - on an annual basis average real 
income per capita grew by over 6 per cent.  Growth in 
transfers from individuals continued, mainly transfers 
by emigrants and workers abroad to their families 
in Bulgaria (in the third quarter USD 192.8 m worth 
was transferred by individuals to the country, against 
USD 135.7 m in the same period of 2002). Compared 
with the third quarter of 2002, retail sales grew faster, 
attributable mainly to trading in household goods and 
appliances, and although monthly growth in credits 
to households slowed down slightly, at the end of 
September they grew by 70 per cent compared with 
September last year. 
It is difficult to estimate growth in fixed asset 
investments. There is high probability that in the 
third quarter of 2003 they will exhibit a two-digit 
growth on an annual basis. In the third quarter 
of 2003 wholesale sales grew slower than in the 
corresponding period of last year. The annual growth 
rate of credits to private non-financial enterprises 
decreased: in June 2003 it was 51 per cent against 
June 2002, whereas in September 2003 it declined 
to 41 per cent against September 2002 (the same 
level in the beginning of the year). On the other hand, 
import of investment goods grew in nominal USD 
terms by 32 per cent, significantly exceeding growth 
in the third quarter of 2002 (7 per cent). Moreover, 
on an annual basis the nominal BGN equivalent of 
foreign direct investment grew 2.4 times in the 
third quarter, against a decline by 66 per cent in the 
corresponding quarter of 2002.
The negative effect on overall economic growth of 
the exceeding rate of imports over exports of 
goods continued – in the third quarter of 2003 the 
nominal BGN growth on an annual basis of imports 
and exports of goods was 15.3 and 4 per cent, 
respectively, while in the corresponding quarter of 
2002 imports decreased by 1.7 per cent and exports 
increased by 12.3 per cent. In the third quarter of 
2003 import prices continued to decline and export 
prices rose further. 
In the assessment of growth prospects for the next 
12 months it is interesting to note that the rural 
population have more positive expectations about 
the financial condition of households than the urban 
population, expressed in the October consumer 
surveys. Also, the rural population expressed more 
favorable expectations about the overall economic 
situation in the country, household savings and 
unemployment. This could be interpreted as an 
indication of forthcoming accelerated growth in 
the agricultural sector.
Inflation
The insignificant monthly rise of consumer prices from 
January till April and deflation in May and June were 
followed by moderate increase of consumer prices 
in the third quarter by little below 1 per cent monthly, 
which raised the September price level to 1.2 per cent 
against December 2002 (the accumulated inflation 
since the beginning of the year). The relative rise of 
consumer prices in the third quarter compared with 
the third quarter of 2002 was 3.1 per cent. On an 
annual basis, this rise  of inflation grew from 1.1 per 
cent in the second quarter to 3.1 per cent in the third 
quarter was, also reflected in the consumer surveys, 
where the overall balance assessment of consumers 
about “inflation in the last 12 months” in October is 
more pessimistic compared with the surveys in July 
2003. 
Following a monthly drop in April and May, producer 
prices in industry on the domestic market grew 
gradually in the third quarter and in September were 
2.2 per cent higher than the December level.
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The overall price picture in the third quarter is shaped 
by the NSI business surveys which in the months 
of the third quarter registered higher inflationary 
expectations in the four surveyed sectors. In the 
three months of the third quarter expectations of 
higher selling prices of industrial enterprises were 
registered. In September higher expectations were 
registered in respect of construction selling prices. 
Inflationary expectations in retail trade were registered 
in the three months of the third quarter, decreasing 
by September but still sustaining the upward trend 
in prices. In the services sector (excluding trade) 
inflationary expectations were registered only in July. 
In October expectations of consumers for changes 
in consumer prices for the next 12 months are more 
favourable among the rural population compared with 
the opinions expressed three months ago, whereas 
pessimism of the urban population about expected 
inflation increased.
Employment and Unemployment 
The reduction of the number of registered 
unemployed that started in the beginning of the 
year continued in the third quarter, though at a 
slower pace compared with the first half of the year. 
At the end of September the lowest unemployment 
level since early 1999 was reported – the number 
of registered unemployed dropped to 472,614, or 
172 thousand less than in September 2002. Monthly 
levels of unemployment in the third quarter are the 
lowest compared with the same quarters in the last 
five years.
The main reason for the continuing drop in 
unemployment is the increased number of 
unemployed persons finding a job: 80 per cent of them 
found a job in the primary labor market where there is 
higher labor demand. In September 21,339 vacancies 
were announced in the labor offices, 17, 452 of these in 
the primary labor market, and almost 20,000 persons 
looking for a job were employed (16,000 of these 
found a job in the primary labor market).  
Compared with July, the October consumer survey 
registered higher optimism in expectations about 
unemployment in the next 12 months (3.2 percentage 
points decline in the balance indicator against its July 
level, i.e. improvement of 1.8 per cent among the 
urban population and 6.2. percentage points among 
the rural population, respectively).
Figure 3.  Registered unemployed, number
Source: EA
Balance of Payments
The surplus on the current account of USD 172.4 
m in the third quarter is accounted for by the positive 
contribution of the balance on services (USD 576.0 
m), the balance on current transfers (USD 197.1 m), 
the negative contribution of the trade balance (USD -
512.9 m) and the balance on income (USD -87.8 m).
Although the current account balance in the third 
quarter of 2003 is positive, it worsened (by USD 158.7 
m) against the positive balance in the same period of 
2002, but the worsening is less sizeable compared 
with the worsening of the current account deficit in 
the first two quarters of 2003. However, the negative 
effect of the trade deficit (FOB/FOB) intensified, and 
its worsening (by USD 292.3 m) exceeded the current 
account worsening by more than 80 per cent.  In 
contrast to the first two quarters of the year, when only 
current transfers had a positive effect on changes in 
the current account, in the third quarter the balances 
on services and income improved and services had 
the strongest positive net effect on the change of the 
current account (48.1 per cent, the balance on tourist 
services contributing most, 64.8 per cent), followed 
by current transfers (26.7 per cent), and income (9.4 
per cent), as shown in Table 1. 
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Table 1. Contribution to the current account change in 
2003 against the same period in 2002 
Item Quarter I Quarter II Quarter III January  
– September
USD m % USD m % USD m % USD m %
Current 
account  -177.0 100.0  -439.9 100.0  -158.7 100.0  -775.6 100.0
Trade 
balance  -58.1 32.8 -301.2 68.5 -292.3 184.2 -651.5 84.0
Services (net) -55.3 31.2 0.1 0.0 76.4 -48.1 21.2 -2.7
Income (net)  -112.7 63.7 -143.2 32.6 14.9 -9.4 -241.1 31.1
Current 
transfers (net) 49.1 -27.7 4.4 -1.0 42.3 -26.7 95.9 -12.4
Source: BNB
The balance on the financial account also 
deteriorated (from USD 5.1 m in the third quarter of 
2002 to USD -44.9 m in the third quarter of 2003). 
The deficit on the financial account of the balance of 
payments for the third quarter is attributable mainly 
to the positive effect of the inflow of direct investment 
to Bulgaria (USD 206.3 m) and the negative effect of 
the increased investments of residents in foreign debt 
securities (USD 113.4 m), the decrease of foreign 
investment in Bulgarian securities (USD 95.3 m), the 
increase of currency deposits of local commercial 
banks with foreign financial institutions (USD 68.6 m), 
and the increased deposits of non-residents (USD 
61.2 m). External credits to “other sectors” (private 
non-financial sector) increased by USD 23.1 m, but 
were well below the levels in the same period of 2002 
and the first two quarters of 2003.
The overall balance of payments for the quarter is 
positive, totaling USD 192.5 m, and together with the 
increase of the net amount of the obligations to the 
IMF of USD 60.2 m, contributed to a growth in BNB 
forex reserves by USD 252.8 m.
For the nine months of the year the worsened 
trade balance (by 84.0 per cent) contributed most 
significantly to the deterioration of the current 
account compared with the same period of last 
year. The aggravation of the trade balance in 2003 
is determined by the faster growth in imports, driven 
by the growth in real incomes of households, and the 
accelerating growth in credits to households on an 
annual basis since early year (reaching over 70 per 
cent in nominal terms in the third quarter), combined 
with the over 40 per cent nominal growth on an annual 
basis of credit to the private non-financial sector. The 
significant contribution of the item “Income” (net) to 
the deterioration of the current account (31.1 per 
cent) for the nine months of the year was realized in 
the first half of the year and is attributable mainly to 
the growing debt of the private sector, the operations 
on government debt restructuring and dividend 
payments. The contribution of services to offsetting 
the worsening of the current account is minimal in 
the nine months of the year (2.7 per cent alone), 
improvement of the item “Current transfers” (net) 
contributed by 12.4 per cent for offsetting the negative 
effects of the trade balance and the net income. 
Due to the significant growth in imports, the cover 
“BNB forex reserves / Import of goods and non-factor 
services” at the end of September 2003 (5.6 months) 
slightly worsened compared with September 2002 
(5.9 months).
Foreign Trade
The deficit on the trade balance increased further 
as imports grew faster than exports. Thus in the third 
quarter of 2003 imports grew by 34.3 per cent against 
the same period in 2002, while exports grew by 21.2 
per cent (for the nine months of the year reported 
growth rates are 39.4 per cent and 32.2 per cent, 
respectively). The trade balance deficit (exports FOB, 
imports CIF) in the third quarter amounted to USD 
724.4 m (by USD 200 m less than in the previous 
quarter), whereby the accumulated deficit over the 
nine months of 2003 reached USD 2126.2 m (by 
approximately USD 814 m more than in the same 
period of 2002). 
Significant changes evolved in the commodity and 
geographic structure of exports. A faster growth in 
export of consumer goods led to their increased share 
in total exports from 34.8 per cent in the third quarter 
of 2002 to 37.7 per cent in the same period of 2003 
(or 35.3 per cent and 36.4 per cent respectively for 
the nine months of the year). The share of investment 
goods exhibited a slight growth; the share of raw 
materials remained almost unchanged, while the 
share of exported energy resources decreased.  The 
goods of greatest importance to the Bulgarian exports 
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are clothes and footwear, foods, furniture, ferrous and 
non-ferrous metals, agricultural produce.  
The change in the geographic structure reflects the 
increased share of the EU Member States (from 54.4 
per cent in the third quarter of 2002 to 56.6 per cent in 
the July – September 2003 and from 55.9 per cent to 
56.6 per cent for the respective nine-month periods). 
Thus the volume of exports to the EU Member States 
exceeded USD 1 billion for a second consecutive 
quarter (USD 1,124.6 m). A positive aspect is the 
preserved share on the competitive markets of the 
OECD countries and the fast growth in exports to the 
CEFTA countries (almost 50 per cent against the third 
quarter of 2002), whose share already accounts for 
over 6 per cent. At the same time, both the volume 
and the share of exports to the CIS and the Baltic 
countries declined.  
Changes in the commodity structure of imports 
are less significant. In the third quarter of 2003, 
compared with the period July – September 2002, 
import of consumer goods grew faster (by 41.7 per 
cent), as well as raw materials (by 37.7 per cent). 
For the nine months of 2003, however, growth in 
the three major commodity sections –  “consumer 
goods”, “raw materials”, “investment goods” is almost 
equal (41.1, 42.7 and 39.9 per cent). Therefore their 
share in total imports remained almost unchanged 
from the previous year (19, 36 and 25 per cent). 
By comparison, in the period 1999 – 2002 a clearly 
pronounced faster growth in import of consumer 
goods evolved (by 60 per cent) compared with 
import of raw materials (by 49 per cent) and import of 
investment goods (by 33 per cent). Clearly, relieved 
conditions for obtaining credit (including consumer 
credit) led to a growth in import of consumer goods, 
but the picture is not so dramatic as it is sometimes 
presented. Identical growth in imports of investment 
goods and raw materials (textiles, plastics and 
rubber, ores) is indicative of an operating economy 
and better access of the Bulgarian products to the 
international markets.
In terms of the geographic structure of imports, the 
most significant change is in the share of imports 
from EU (they decrease to less than 50 per cent) 
both for the period July – September and the nine 
months of 2003. On the other hand, the share of 
imports from other OECD countries and CEFTA 
countries increased. At the same time, in the third 
quarter of 2003 some short-term changes occurred, 
accommodated to a large extent within the nine-month 
period. Thus, in the third quarter of 2003 the share of 
imports from CIS and Baltic countries (little less than 
18 per cent) was considerably higher compared to 
the same period of 2002 (13 per cent), but for the nine 
months the difference is insignificant (18.3 per cent in 
2003 against 19.2 per cent in 2002). The increased 
volume of imports from these countries is attributable 
to both higher prices of energy resources and the 
sizeable quantities of imported raw materials. 
Foreign direct investments
The inflow of foreign direct investments continued 
to grow (even after the significant revision of 2002 
data). The USD 206.3 m invested in the third quarter 
more than quadrupled investments in the same 
period of 2002 (USD 50.2 m). Thus investments of 
USD 864.2 m for the nine months of 2003 grew by 
40.8 per cent on the nine months of 2002 (USD 613.5 
m). The increase is due mainly to the credits received 
by joint ventures operating on the Bulgarian market 
from their direct investors. These credits were used 
for funding expansion of production and construction 
of new production units. Their share in investments 
for the nine months is almost 70 per cent against 30 
per cent in 2002, and 78 per cent for the last three 
months alone. Obviously, foreign investors assess 
the business climate and the conditions on the 
Bulgarian market as favorable for the development of 
business and invest to reinforce their positions in the 
growing Bulgarian economy.
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The condition of the business climate is assessed 
by representatives of the etrepreneurs in Bulgaria. 
Compared are two points of view – one is based on 
the Estat index of business climate in Bulgaria and 
the other presents the NSI business surveys. The 
results of the two approaches exhibit some common 
trends and conclusions. Also, there are diverging 
statements on which comments are made.
The Estat index of business climate in Bulgaria 
reported an increase of two percentage points 
The integrated value of the Estat index2 of business 
climate in October 2003 is +3.33. The managers’ 
assessments of resources and prospects improved 
most significantly. The index remains in the neutral 
part of the scale (the scale includes values from 
–100 to +100), in which the economic environment 
for business development is characterized as 
“neither favorable, nor unfavorable.” In addition to 
this, however, a positive upward trend in the index 
evolved: an increase of about 2 percentage points for 
a third consecutive quarter. This is a serious positive 
development for the Bulgarian economy, combined 
with good macroeconomic data. 
Figure 4.  Business Climate Dynamics 
General condition of the business sector 
The value of Component I “General condition of 
the company” grew from 5.92 in July to 8.69 in 
October and contributed most significantly to the 
overall increase of the Estat index.
31 per cent of the interviewed manages consider that 
their business improved in the last quarter. The share 
of those assessing the condition of their business as 
very good, good or satisfactory increased (81 per 
cent). The values reported (Figures 5 and 6) are the 
highest since April 2002. 
Figure 5. In your opinion, has the condition 
of your business changed? (by quarters)
Figure 6.  How do you assess the present 
condition of your business?
For a second consecutive quarter there is no 
pessimism in the expectations about business 
development in the short run – such fears share only 
2 per cent of the interviewed. The direct assessment 
of the state of the company, however, is in variance 
with the indirect measure of competitive advantages, 
including personnel skills, quality of goods/services, 
technological level and production capacity of 
equipment, and marketing of the company. 31 per 
cent of the managers consider that they have no 
competitive advantages (Table 2). This shows that 
the real sector still suffers deficiency or poor quality 
of core resources. Their assessment matches to a 
great extent the low values of financial assets and 
new technologies, already reported in the studies in 
the first and second quarters of the year. 
BUSINESS CLIMATE
2  The study was conducted in the period 8th - 17th October 2003 among managers of 438 
companies and is representative at the level of going concerns. Criteria for selection of the 
companies in the sample are the region, sector, number of employed and type of ownership. 
The index methodology and the mathematical model are developed by the ESTAT Agency for 
Market and Social Studies. The integrated index comprises three components. Component 
I is “General condition of the company”, Component II – “Investment attitudes and company 
strategies”, and Component III – “Business environment”.
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Table 2. Companies position against competitors, %
Number of competitive 
advantages 
2002 2003
April July October January April July October
none 19.5 28.3 32.5 33.1 27.1 28.5 30.8
1 19.8 13.1 16.3 17.0 16.6 16.0 17.1
2 18.8 24.2 17.6 18.3 22.1 17.9 16.4
3 16.5 14.4 13.9 12.0 11.6 10.8 11.6
4 13.2 7.8 10.8 10.3 9.5 11.5 11.6
5 7.1 6.9 3.7 4.0 6.0 7.9 5.0
6 5.1 5.3 5.2 5.3 7.0 7.4 7.3
A trend toward improving the computer hardware 
and software, information and Internet resources is 
observed.
Investment attitudes 
The component “Investment attitudes” increased 
to 32.6 in October and contributed significantly to 
the positive trend in the integrated Estat index.  
Aptitude to invest excessive funds in another activity 
increased by 8 percentage points and came close 
to its highest level in April 2002 (April 2002 – 54 per 
cent; October 2003 – 53 per cent). 
A serious positive trend evolved in the attitude to the 
banking system. The study registers it by means of 
two indicators: indirect: – aptitude to obtaining bank 
credit, and direct – assessment on the basis of the 
indicators stability and reliability. The figure below 
shows enhanced confidence in the banking system 
and perception of credit institutions as a serious 
opportunity for business development (Figure 7).
Figure 7. Confidence in the banking system 
(share of those who agree with the statements) 
The reasons for the evolving positive attitudes could 
be sought mainly in the pro-active lending behavior of 
financial institutions, the increased number of credit 
instruments and the growing popularity of these 
services. In addition, a real fall in interest rates on 
credits is in place, in line with the short-term downward 
trend in interest rates globally. The managers have 
greater trust in financial institutions, seeing them as 
the main (and still the only) source of fresh resources 
for investment. Another reason for the “opening” to 
such kind of services are the more stable forecasts for 
development in the short and medium term, although 
there is no clearly pronounced trend in this direction. 
Nevertheless, 76 per cent of the companies have a 
long-term strategy for development and 54 per cent 
have partners with whom they work in a long-term 
perspective. 
In October the share of managers who would 
introduce new production technologies increased, 
regardless of whether this would have a direct impact 
on the profits of the company (Table 3). The growing 
local competition and the prospect of opening the 
Bulgarian market for goods produced in the EU 
motivate the companies to invest in improving the 
quality at every stage of the production process. This 
may also be the reason for a change in yet another 
indicator from those included in the “Investment 
attitudes” component – aptitude to exports.  The 
share of managers who prefer exporting because they 
cannot sell at a profit their products on the Bulgarian 
market has decreased by over 11 percentage points. 
Whether this is a temporary situation or a sustainable 
trend, the next studies of the business climate will 
show. 
Table 3. Indicators of investment attitudes, % 
(share of those who agree with the statement)
Statements about investment 
attitudes and company strategies 
2003
January April July October
If I have excessive funds, I would 
invest them in another activity, even 
if there is a risk 41.5 40.8 44.9 53.0
I would introduce new technology if 
this would enhance the quality of my 
products, regardless of whether this 
would have an impact on my profit 79.1 77.5 82.4 81.2
I would rather export to the foreign 
market because in Bulgaria I cannot 
earn such income 33.0 33.6 39.1 27.9
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Business environment
The third component of the index (“Business 
environment”) continued to exhibit lower values 
than the other two. Regardless of the legislative 
changes made, aimed at improving the conditions for 
entrepreneurship, the effect of these changes is yet 
to be felt more ostensibly in the following quarters. 
This refers to the regulatory regimes which continue 
to be assessed as complex and bureaucratic, 
inhibiting the start-up of new businesses. This is 
an area in which almost no changes evolve in the 
business assessments since the start of conducting 
business surveys, although serious work has been 
done for their relieving – a special law on reducing 
the administrative regulation of economic activity 
was passed, aimed mainly to introduce clear and 
transparent rules in this area. However, introduction 
of new permit and license regimes in different areas 
continues, thus creating uncertainty and doubt about 
the consistent enforcement of the law.  
Assessments of tax policy are contradictory and 
ambiguous – according to 70 per cent of the managers 
social security rates burden the business seriously. 
The attitude to tax rates is also negative – only 23 
per cent of the businessmen consider the profit tax as 
bearable. This figure corresponds to the high share of 
those agreeing that tax rates force the companies to 
conceal incomes – approximately 80 per cent  (Table 
4). The opinion of the entrepreneurs about the patent 
tax is divided – almost half of them think that it is too 
burdensome to the companies while the other half 
assess it as acceptable and non-problematic. The 
announced changes in the tax policy for the next year 
are expected to prompt changes in the assessments 
of this sphere. 
Table 4. Attitude to tax and insurance policies
 of the government, % 
(share of those who agree with the statement)
Statements about the business environment 
2003
January April July October
Social and health insurance contributions are a 
serious burden to business 65.3 65.7 72.7 69.8
Tax rates force companies to conceal incomes 71.8 73.8 77.3 79.5
The patent tax is unbearable to  companies 50.5 46.7 55.2 51.7
The profit tax is bearable to  companies 32.2 26.9 26.6 23.2
Managers’ confidence in the work of the central 
and local administration stayed comparatively low 
– the share of those agreeing that most businessmen 
would pay additional money to avoid difficulties with 
the administration is significant. Of note is their doubt 
about the objectivity of the public procurement bidding 
procedures (Table 5). It should be noted that significant 
changes are envisaged in the Public Procurement Act 
in view of its harmonization with the European one, 
approved at first reading in September, whereby 
positive movement in the business assessments may 
occur with their entry into force.  
Table 5. Attitude to the central 
and local administration, % 
(share of those who agree with the statement)
Statements about the business environment 
2003
January April July October
Administrative obstacles are a major problem 
to business 77.5 78.9 77.9 80.3
Most businessmen would pay additional money 
to avoid difficulties with the administration 80.7 84.5 82.9 84.2
Competitive bidding under the Public 
Procurement Act is transparent and fair 8.6 11.0 10.2 8.6
The judiciary system also enjoys low confidence level 
– the share of those who have trust in its impartiality 
in solving business disputes is within the range of 
12 to 15 per cent. This result once again confirms 
the serious problems faced and their negative 
implications for business development.  
Concurrently, positive changes occurred in some 
quality indicators compared with the previous 
study. For instance, government policy in support 
of business is assessed as better, compared with 
the previous quarter (when 8 per cent supported it 
against 11 per cent in the latest study). Compared with 
the previous quarter, assessment of the government 
policy promoting research and use of advanced 
technologies is more favorable. A manifestation of 
this policy is the Research Promotion Act, adopted in 
October, which provides for establishment of a special 
fund for promoting research decisions and adopting 
the principle of project financing. The practical 
application of the legal framework is assessed as 
having slightly improved. The same applies to the 
protection of property rights.
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The positive trend in business assessments of 
the stability and reliability of the banking system 
sustained – more than 50 per cent of the respondents 
assess it as such. The most significant positive 
changes in the entrepreneurs’ opinion could be seen 
in their assessments of the European integration 
process and its impact on the business environment. 
The prospect of Bulgaria’s accession to the EU 
impacts the attitudes and expectations of businesses. 
The share of managers supporting the opinion that 
harmonization of the Bulgarian legislation with the EU 
acquis would improve the conditions for business in 
Bulgaria increased by 5 percentage points (Figure 8). 
This indicator hit a record high value (59 per cent) for 
the whole period of study, revealing that the Bulgarian 
business is aware of the importance of the pre-
accession processes and links its chances of success 
and development with them. One of the reasons for 
this is the significant progress made in the process 
of negotiations with the EU. It is a fact, however, 
that still there is not sufficient information about the 
specific requirements, commitments and possibilities. 
Harmonization of legislation and the move towards 
EU are gradually becoming an important incentive 
for the companies, prompting them to enhance their 
competitiveness on the international markets.  
Figure 8. Harmonization of the Bulgarian legislation
 with the EU acquis will improve the conditions for 
making business in Bulgaria (share of those who agree)
NSI business surveys 
General indicator of business climate3
NSI surveys also confirm that in the third quarter 
of 2003 business conditions in the country have 
improved compared with the previous quarter. In July 
2003 the general indicator of business climate rose 
by 3.2 percentage points against June (mainly due 
to the increasingly growing optimism in the services 
sector), in August remained unchanged, and although 
it dropped by 1.9 percentage points in September for 
the third quarter as a whole the indicator exceeded 
the levels in the corresponding quarters of the 
previous years (Figure 9).
Figure 9.  Business climate, total (NSI)
Source: NSI
Industry
For the third quarter of 2003 business climate levels in 
industry (Figure 10) have slightly improved compared 
with the third quarter of the previous year, mainly 
due to the high August assessments which come 
close to the maximum values in the indicator’s curve. 
Positive expectations about the business conditions 
of industrial enterprises in the following months 
contribute to higher values of business climate in 
industry by 1.2 percentage points in July, despite 
the lower values of production activity in the month; 
in August the indicator remained unchanged, and in 
September it increased by 3.5 percentage points. 
For the third quarter of 2003 production activity 
in industry as a whole exceeded the levels of 
the corresponding period of the previous year. 
However, in the beginning of the quarter provision 
of industrial production with orders (measured in 
3 The general indicator of the business climate to be discussed in 2003 represents a 
weighted average arithmetic value of four sector indicators of the business climate - industry, 
construction, retail trade and services sectors, and the indicator of business climate in the 
services sector is included in the general series May 2002. NSI started as of January 2003 to 
report the general index of business climate by including values available as of May 2002 of 
the business climate indicator in the sector of services. NSI conducts business observations 
in accordance with the EU harmonised program. Responses to the questions of the survey 
are presented in a three-category scale of the type: “increase”, “no change”, “decrease” or 
“above normal”, “normal”, “below normal”. Balances of assessments are calculated as a 
difference of relative shares by extreme options of a response. The indicator of business 
climate is an average geometric value of balances of assessments of the current business 
situation and the expected business situation in enterprises for the next six months.  
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number of months) dropped to 5.6 from 8.0 in April 
and production activity slumped as a result of the 
sharp decrease in orders from abroad. The sharp 
rise in domestic orders in Agust contributed to a 
3.2 percentage point growth in production activity. 
Production activity improved further in September, 
consistent with the sharp rise in orders from abroad 
and the upward dynamics of domestic orders. 
Managers’ expectations in July about exports in the 
next three months are optimistic.
Figure 10.  Business climate in industry (NSI)
Source: NSI
Construction 
In the third quarter of 2003 business climate 
in construction (Figure 11) and the balance of 
assessments of the present construction activity 
reached the highest levels compared with the 
corresponding quarters of previous years. Of note is 
that changes in the 2003 levels display no dramatic 
fluctuations. Thus in July 2003 business climate in 
construction dropped by a mere (-)2.0 percentage 
points, sustained in August, in September dropped 
by 5.5 percentage points to a level exceeding by 10 
percentage points the September 2002 level, whereas 
in 2002 fluctuations moved from (-)15.6 percentage 
points in July, to (-)14.7 percentage points in August, 
and (+)9.4 percentage points in September. The 
dynamics of business climate in construction since 
the beginning of the year may be indicative of certain 
stability in construction activity and extended active 
construction season. 
Figure 11.  Business climate in construction (NSI)
Source: NSI
Retail Trade 
In the third quarter of 2003 the dynamics of the 
composite indicator “Business climate in retail 
trade” (Figure 12) experienced sharp and downward 
fluctuations compared with its smooth movement 
since the end of 2002.  In contrast to the trend in 
industry and construction, business climate in retail 
trade experienced a downward trend below the levels 
of the corresponding quarters since 1998. In the third 
quarter the downward trend, started in May, in retail 
traders’ expectations about sales in the next three 
months continued.
Figure 12.  Business climate in retail trade (NSI)
Source: NSI
Services (excluding trade) 
In the third quarter of 2003 business climate in 
services (Figure 13) is little less favorable compared 
with the corresponding period of the previous year, 
though, following a sharp improvement in July, it 
moved within considerably higher (by more than 10 
percentage points) levels compared with the second 
quarter. The increase by 18.5 percentage points in 
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July is due mainly to more favorable assessments 
of the present and expected business situation in 
enterprises from telecommunications and transport. In 
August and September the optimism in assessments 
of the current and expected business situation for 
the next six months declined and the indicator of 
business climate in services dropped by 2.1 and 6.6. 
percentage points respectively.
Demand for services is high, in July and August 
increased, in September sustained; in the 
September expectations for the next three months 
the assessments of sustaining the levels of demand 
prevail. Assessments of the current and expected 
demand for services, expressed in individual months 
of the second quarter, are unstable.  
Figure 13. Business climate in services, without trade 
(NSI)
Source: NSI
Comparing the results on the business climate in 
Bulgaria based on the Estat index and NSI business 
surveys could be summarized as follows. The 
direct entrepreneurs’ assessment of the business 
environment (the third component of the Estat index) 
made on the basis of direct questions about the 
business environment and specifically legislative 
initiative, administrative regimes, tax policy, operation 
of the business administration, and policy of 
competition protection is not very favorable. At the 
same time, use of indirect indicators of business 
climate related to development of internal resources 
and investment attitudes (components I and II of the 
Estat index), as well as assessments of production 
activity of enterprises (NSI indicators, some of which 
could be quantified) show a movement in a positive 
direction and highlight a more optimistic picture 
compared with the previous quarter. The controversy 
between direct assessments of business environment 
and indirect indicators of it, used in the two studies, 
could have various explanations. It may be related 
to the delay and lack of efficient mechanisms for 
law enforcement, lack of sufficient information about 
legislative work done, controversy and inconsistency 
in such actions and other measures and hence the 
distrust and doubt. There is a purely psychological 
aspect – anticipatory negative attitude, systematic 
negation, specific aspects which, more or less, reflect 
on the direct answers given to the questions asked 
in the survey about the business environment. At 
the same time, expectations are more optimistic and 
are based on specific experience – processes that 
occurred in reality – changes in laws, regulations, 
strategic instruments, other administrative measures 
assessed positively through the indirect answers. 
The facts show that in the third quarter measures 
were taken to improve the business environment. 
Specifically these are the measures for activating the 
Commission for Protection of Competition to ensure 
clear market rules, the discussed changes in the 
Public Procurement Act, the positive modifications 
of the Civil Servants Act and the provided incentives 
for investment in the country. As a whole, these 
measures are aimed at improving the conditions for 
doing business in the country and we could expect 
that they would impact the behaviour of the business 
by facilitating it. These changes are subject to a more 
detailed comment and analysis below. 
BUSINESS CLIMATE
REPORT BY THE CENTER FOR ECONOMIC DEVELOPMENT24 THE BULGARIAN ECONOMY IN THE THIRD QUARTER OF 2003 25
The policies that help or prevent enterprises to 
improve their competitiveness on the national and the 
international markets, to promote investments and 
innovation, and to create competitive environment 
can be united under the general term “Enterprise 
Policy”. 
Any event, which improves enterprises’ access 
to financing, encourages entrepreneurship, has 
effects on the commercial integration of Bulgarian 
companies, promotes innovations and the access 
to ICT, or changes the administrative and regulatory 
environment for doing business, can be analyzed in 
terms of the improved competitiveness of Bulgarian 
enterprises and the improved overall environment for 
their business.
 
Bulgarian enterprises presently faced  diverse issues, 
depending on whether they are state-owned, under 
ownership restructuring, or are established and 
operate in competitive market structures.
At this stage, the most important elements of the 
enterprise policy include:
• privatization and post-privatization control;
• small and medium-sized enterprises policy;
• administrative and regulatory barriers to the 
business;
• competition protection;
• public procurement;
• reform of the judicial system and fight against 
corruption;
• foreign trade agreements and policy to attract 
foreign investments;
• situation of the business environment
Privatization and Post-Privatization Control
The negative trends in the privatization process, 
which characterize the whole 2003, persisted in 
the third quarter as well. With a minimum target 
of 145 sales of companies where the state holds 
a majority interest (more than 50 per cent) set in 
the Annual Work Plan of the Privatization Agency, 
only 51 transactions were concluded as of 30 
September 2003, or the program is implemented 
at 35 per cent.4 Four detached parts were also sold, 
i.e. program implementation as of the same period is 
26.7 per cent of the target level.
Figure 14.  Privatization in Bulgaria
Source: www.priv.government.bg
A positive trend is only observed in the sale of minority 
blocks of shares. The transfer of these sales to the 
stock exchange will have a positive effect towards 
ownership consolidation as well as towards revival 
of stock exchange trade. When the stock exchange 
starts to organize the trade in investment vouchers, it 
will replace the auctions organized by the Center for 
Mass Privatization.
No progress was observed in terms of the key 
transactions, which are a subject of the agreement 
with the World Bank. As at end of September 2003 
the transactions for Bulgartabac Holding, NMB, BRS 
and Balkancar Holding are not signed. According to 
the agreement, half of the remaining for privatization 
about 300 small and medium-sized enterprises 
had to be sold by the end of this period. On 4 
September 2003 the World Bank board announced 
that it postponed for the spring of 2004 its decision to 
provide the second tranche of USD 150 m under the 
PAL 2 loan. The bank’s official position is that Bulgaria 
should complete the reforms in the “target key areas” 
before utilizing the loan. The representatives of the 
international financial institutions expect accelerated 
progress of privatization process and transparency of 
procedures.
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The inability of PA’s team to manage the process 
was at the root of the attempts of MPs from the ruling 
coalition to seek other legal opportunities to complete 
the privatization process at a higher pace. One of the 
proposals was to set up a structure similar to the Bank 
Consolidation Company, which should take up the 
privatization of the big companies. An agency to the 
Ministry of Economy is proposed for the privatization 
of the remaining small and medium-sized enterprises. 
The costs planned and reported by the Privatization 
Agency are also reasons to change the existing 
privatization model. According to the institution’s 
plans, projected 2003 costs amount to BGN 21.3 m, 
with another BGN 22 m projected for 2004. 
As of 30 September 2003 the agreed payments 
under privatization transactions amount to BGN 360 
m. They represent 66 per cent of the estimated 
minimum proceeds to the amount of BGN 550 
m.5 Only 1.3 per cent of the value of the state-owned 
assets subject to privatization were sold in the first 
nine months of 2003.
The new team of the Ministry of Economy expects to 
compensate the delay in the process and to accelerate 
the liquidation of a large number of companies. Thus 
the number of state-owned enterprises, the sale of 
which takes unnecessary funds and time, will be 
reduced. 
Some of the steps for privatization of Bulgartabac 
Holding and BRS, which were undertaken in the 
quarter under review, are an attempt to demonstrate 
political will and readiness to change the negative 
image of the government in terms of privatization. 
The attraction of foreign investments in Bulgaria is 
directly dependable on the level of confidence and 
the investment environment. By the end of 2003 the 
government team in charge of the economic policy 
will have to convince the investors in its serious 
intentions, which implies, among others, accelerated 
privatization process.
Small and Medium-sized Enterpises
On 29 May 2003 the Economic Policy Commission 
approved the draft Act on the promotion of 
investments in small and medium-sized 
enterprises, the objective of which is to encourage 
the SME-oriented venture capital, thereby promoting 
Bulgaria’s economic development in a mid-term and 
long-term aspect. On 22 July 2003 the Commission 
organized a public discussion on the draft act, which 
envisages government-guaranteed investments 
in small and medium-sized enterprises at a total 
amount of up to BGN 50 m. According to the draft act, 
venture capital companies will be able to purchase 
interest in small companies, to provide loans to these 
companies and to issue government-guaranteed 
bonds. The new act is expected to affect no more 
than about 8 per cent of the enterprises. The draft act 
was not even passed on first reading in parliament in 
the third quarter of 2003.
SME-related public debates were focused mainly on 
the future changes in the status and functions 
of the Agency for Small and Medium-Sized 
Enterprises in relation to the economic program of 
the new Ministry of Economy team, as well as on the 
need to change the definition of SME in order to 
harmonize it with the European directive, which will 
take effect as of 1 January 2005.
Three PHARE grant schemes for support of small 
and medium-sized enterprises were launched in the 
period under review and a new source of financing 
was added to the existing ones in the SME sector. 
On 2 July 2003 the European Investment Fund 
signed with the state-owned Encouraging Bank AD 
an agreement for a guarantee line of EUR 7 m. The 
guarantees under this credit line will enable the bank 
to grant investment loans under facilitated security 
requirements. The agreement between the two 
financial institutions is a result of the Memorandum 
of Understanding for Bulgaria’s accession to EU’s 
Multiannual Program for Development of Enterprises 
and Entrepreneurship, Particularly Small and 
Medium-Sized Enterprises, 2001-2005. 
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The lower management skills quality of the 
management teams of Bulgarian small and 
medium-sized enterprises is a major reason for 
the large number of companies going bankrupt 
during their start-up period. A project for setting 
up of a training center for development of SME 
management business skills at UNWE’s Institute 
for Post-Graduate Training was implemented in the 
third quarter of 2003 within Japanese Government’s 
technical assistance for Bulgaria. This project 
was selected for financing through the Japanese 
International Cooperation Agency (JICA). Its objective 
is to improve the organizational and management 
structure of Bulgarian SMEs. The project involves 
development of training courses to improve the 
practical skills of Bulgarian SME managers; 
development of the corresponding training materials 
and training methods, as well as training of Bulgarian 
lecturers in Bulgaria and in Japan.
Bulgaria’s future EU membership will present new 
challenges to the small and medium-sized enterprises. 
The tasks of the employers’ organizations in this respect 
are to contribute to the successful adaptation of SMEs 
in EU’s Single Market. According to the President of 
the National Business and Craft Association (NBCA), 
projections show that upon Bulgaria’s EU accession in 
2007 more than 80 per cent of Bulgarian SMEs will go 
bankrupt, because their business does not correspond 
to the European standards of quality control, health 
and safety of labor and environmental compliance. 
Given that sizable funds are required to bring 
production in conformity with European requirements, 
NBCA’s representatives propose to set up a fund 
to cover not less than 50 per cent of companies’ 
costs of certification under the international 
quality management standard ISO 9000. The idea is 
that the fund should be financed from the state budget, 
from EU’s pre-accession funds, from loans provided 
by international financial institutions, and from private 
donors.
Bulgarian business is not yet well aware of EU 
requirements. The Economic Initiative Union is 
expected to work towards improvement of this 
awareness. The organization intends to create an 
Internet site in the Bulgarian language where 
all interested companies may get information 
about EU’s environment protection requirements 
and about amendments to EU environmental 
directives. The site is expected to inform 
entrepreneurs about expiring time-limits, as well as 
about projects which are requiring contractors. EIU’s 
initiative should be an example for other NGOs that 
could support the creation of similar Internet sites 
with information about all European requirements 
towards the business, about current grant schemes 
for projects on European level, and about potential 
contractors for these projects. 
As of 1 January 2004 Bulgarian companies will 
be obliged to pay a product charge, if they fail to 
recover their package waste. This requirement is laid 
down in the new Waste Management Act, which was 
voted by the Parliament in September. The ordinance 
which should fix the tariffs, is not developed yet, but 
the state expects revenues from product charges 
of about BGN 130–150 m. This means that the 
business must make considerable investments in 
waste management. The set up of a fund for projects 
in this field would provide support to the business for 
waste management.
Administrative and Regulatory Barriers
After the important changes in the second quarter 
of 2003 (the Act on Restriction of Administrative 
Regulation and Administrative Control of 
Economic Activity was passed) and the regulation 
of the activities subject to licensing arrangements (39 
in number) one can make the conclusion that the 
regulatory framework of business development has 
become clearer and more transparent. The act is a 
serious step towards lower government intervention 
and limited corruption. However the effect of its 
implementation is to be seen yet. 
At the same time it should be noted that the work on 
treatment facilitation has not been completed yet. 
There is a need to continue the review of effective 
treatments and to seek opportunities to further 
facilitate them. A proposal to that effect is contained 
for example in the legislation regarding the regulation 
of alcoholic beverage production. The Act on Wine 
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and Alcoholic Beverages, which was passed on 
first reading in early October, envisages facilitated 
treatment of the producers of these beverages.
At the same time, in some sectors like agriculture 
and forestry the practice of introducing new licensing 
arrangements has been revitalized. New licenses will 
be introduced for the export of wood - licensing of the 
export of round timber (which was hereto subject to 
a registration arrangement), licensing of the export 
of processed wood, registration or licensing of wood 
processing and trade, licensing of old vineyard 
uprooting (introduced with the amendments to the 
Act on Wine and Alcoholic Beverages), as well as 
licensing of the export of subsidized agricultural 
products. The assessments of the new treatments 
and the possible effects of such measures are 
contradictory.
Competition Protection
In early October the National Assembly elected 
а new management team of the Commission 
for Protection of Competition (CPC). Following 
the amendments to the Competition Protection Act 
approved in January, the number of Commission 
members was reduced from 11 to 7 people. The 
Commission is expected to start operating as a 
national anti-trust regulator, which will result in 
enhanced administrative capacity of this body, higher 
independence and sovereignty of its resolutions in 
terms of the quality of the administrative acts it enacts. 
That is made possible owing to the fact that the latest 
amendments to the act considerably enlarge CPC’s 
powers. CPC’s prerogatives include imposing of 
administrative penalties and termination of violations 
(such as abuse of monopolistic or dominating market 
positions, cases of cartel agreements, and other 
cases of unfair competition).
Competition protection problems result from the fact 
that despite its legally regulated rights and powers, 
CPC remains inactive - it has not exercised such of its 
powers so far. The reasons are mostly subjective (the 
delayed election of the new commission members 
and president had a negative effect on the quality 
and quantity of the formed files for establishment and 
termination of determined violations with respect to 
cartel agreements counteraction). The process of 
successful completion of EU negotiations on the 
Competition Chapter involves intensification of 
CPC’s work. 
Public Procurement
In early September the Parliament passed on first 
reading a new Public Procurement Act (PPA). 
The passing of a new act is justified by the need to 
harmonize the national legislation in this field with 
European legislation. The new act complies with EU’s 
public procurement directives concerning services, 
construction, supplies and the activities in the water-
supply, energy, transport and telecommunication 
sectors. 
In line with these directives, the act sets forth the 
types and subjects of public procurement contracts, 
the contracting authorities, the scope, the thresholds 
and the value, the types of procedures and the 
mode of determining the public procurement value, 
the rules for procurement and participation in public 
procurement procedures, as well as the special 
procurement rules for the water-supply, energy, 
transport and telecommunication sectors.
The new act introduces three times higher thresholds 
for the different types of public procurement, but EU 
levels are not reached yet (Table 6).
Table 6.  Draft PPA Thresholds
Public Procurement 
Type
New Threshold 
(BGN)
Current Threshold 
(BGN)
Threshold in EU 
(EUR)
For services 90 000 30 000 130 000 
For supplies 150 000 50 000 200 000
For construction 1 800 000 600 000 5 000 000
The set up of a Public Procurement Agency is 
another important element laid down in PPA. The act 
envisages that by 1 March of each year the contracting 
authorities shall announce the public procurement 
plans for the next 12 months. Introduction of forms 
of preliminary notices, public procurement notices 
and notices of tenders for projects is envisaged. 
The objective of this decision is to help contracting 
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authorities and public procurement candidates and to 
facilitate the Agency’s control of procedures. 
It is important to note that the act preserves the 
preferences for disabled people and for small and 
medium-sized enterprises. The preference for SMEs 
is formulated as a price relief to the amount of 15 per 
cent of offer’s value, which is decreased according to a 
schedule until its full elimination as of 1 January 2007. 
The discussions on the draft continued even after it 
was passed on first reading. During the discussions on 
second reading the Economic Commission approved 
some proposals regarding the appeal of contracting 
authority’s decisions, and namely that appeal cases 
should be administered by city courts and not by the 
Supreme Administrative Court. The objective of such 
a decision is to accelerate the settlement of appeals of 
dissatisfied participants in procurement procedures. 
Another proposal along these lines is the opportunity 
for participants in procurement procedures to 
sign, if they want so, arbitration agreements with 
the contracting authority. This means that arising 
disputes can be administered by a special arbitration 
body at the future Public Procurement Agency and 
not by the courts. About 10 000 public procurement 
contracts were awarded in 2002 almost half of them 
were attacked in court, which resulted in considerably 
delayed implementation of procedures. 
Telecommunication operators - fixed and mobile 
- remain beyond the scope of PPA as contracting 
authorities. This point also generated disputes in the 
Economic Commission.
Some people regard as a major defect of the new 
PPA the fact that it does not envisage preferences 
for offers by Bulgarian companies, which, according 
to business circle representatives, would encourage 
national production.
Judicial System and Fight against Corruption
At the end of September the MPs passed finally on 
third reading the amendments of the Constitution. 
These amendments concern the magistrates’ 
mandateness, immunity and irremovability. After a 
five year length of service as a judge, prosecutor or 
investigator and after attestation judges, prosecutors 
and investigators become irremovable by a decision 
of the Supreme Judicial Council. It was resolved that 
judges, prosecutors and investigators shall not be 
civilly and criminally liable for their actions while in 
office, except where they have deliberately committed 
indictable offense (the so-called functional immunity). 
They shall be prosecuted following a reasoned 
request by the Chief Public Prosecutor or by not less 
than one fifth of SJC’s members.
 
The introduction of these changes should accelerate 
the process of EU accession, in so far as that was an 
important EC requirement.
A procedure for the election of a new president of 
the Supreme Administrative Court was opened in the 
third quarter of 2003.
The corruption level remains an important indicator 
of the extent to which the state provides operational, 
transparent, clear rules and frameworks for business 
development, as well as efficient and objective 
mechanisms for provision of services to individuals. 
Studies reveal that growth of corruption is expected 
in a global aspect.
In the third quarter Coalition 2000 announced the 
results of their latest survey of the corruption 
situation in Bulgaria. Data revealed that corruption 
among individuals remains at its January and May 
2003 levels in terms of the number of corruption 
transactions, as well as in terms of the pressure 
exercised by government officials on individuals.
 
At the same time, the corruption index increased from 
1.1 to 1.3 with respect to the business. According to 
the survey, the percentage of the companies who 
gave bribes for different services (licensing, relations 
with the customs offices, procurement procedures, 
etc.) registered an increase. The new Transparency 
International’s Report was announced in early 
October. It covers 134 countries and Bulgaria is 
ranked 54. In practice material change in the index 
level is not observed. It is 3.9 against 4 in the previous 
survey (according to the survey the highest corruption 
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level is 0 and the lowest is 10). Bulgaria is in a better 
position compared to many of the countries which 
will accede to the EU in 2004 – Latvia, Poland and 
the Slovak Republic. Estonia, Hungary and Lithuania 
are in a better position compared to Bulgaria. 
Romania, Croatia, Macedonia, as well as Serbia and 
Montenegro are lagging far behind. The reasons for 
the lower index level (negligible as the decrease may 
be) are attributed to the deteriorated privatization 
and investment climate in Bulgaria as a result of 
the unsuccessful realization of the transactions for 
Bulgartabac and BTC.
In July a World Bank team had a meeting with 
the Bulgarian Office of the Public Prosecutor’s 
representatives. Issues of the fight against corruption 
in Bulgaria were also discussed. During the meeting 
the Office of the Public Prosecutor reported to the 
bank representatives that in 2002 it completed 1 462 
criminal prosecutions against 1 733 people. In the 
first three months of 2003 the pre-court corruption 
proceedings were 299.
The government Commission for Coordination 
of Activity for Combat with Corruption prepared 
its report in September on the National Anti-
Corruption Strategy Implementation Program. 
Till end of August 2003 Commission’s efforts 
were focused on prevention and education of the 
people and the business. The plan is to introduce 
as of 2004 ethical rules training for government 
officials and educational programs for anti-
corruption measures.
Reform of Government Administration
Amendments to the Government Official and 
Government Administration Act were passed in 
July. According to these amendments all government 
officials will be appointed on a competitive basis and 
the quality of their work will be attested on a yearly 
basis. The competition approach is expected to 
guarantee selection of the best government officials 
and the attestation is expected to be an incentive for 
higher quality of work and promotion of the officials. 
The act also provides that spouses shall not be 
able to work in the same institution if one of them 
holds a senior office therein. Other amendments to 
the act envisage introduction of an anti-corruption 
mechanism, i.e. government officials shall be 
required to declare by 31 March of the corresponding 
year any business, financial or other interest which 
they or their related persons have with regard to 
the administration they work in. A pilot project for 
attestation of government officials was launched in 
cooperation with the British economic ministry. 
Trade Policy
The results of WTO’s Member States meeting 
in Kankun, which did not end with an agreement 
for further liberalization of world trade in any field 
(agriculture, trade in services, access to the market 
of non-agricultural goods, trade-related aspects of 
intellectual property, anti-dumping establishment 
rules, provision of subsidies, signing of regional 
agreements), at least will not impede Bulgarian 
enterprises to find the adequate information about 
their specific business. However the situation with 
Bulgaria’s pending transformation into a part of the 
Single European Market, which is regulated and 
governed by specific instruments, is not the same. 
The shortage of information about these instruments, 
the absence of basic knowledge about their subject 
matter and functioning is a serious threat to the 
existence of most Bulgarian companies.
For example, EC’s Directive of 5 September 2003 
requires the producers of cosmetics to provide 
wider and more accurate information to consumers, 
undertaking to that effect to indicate the expiry date 
of each specific product. At this stage only producers 
in the Member States are obliged to comply with 
these requirements, however the latter should be 
transposed in the future to the Bulgarian legislation 
as well.
The work on the signing of bilateral free trade 
zone agreements continues in fulfillment of the 
commitments for liberalization of the trade between 
the Balkan countries. The agreement with Albania 
took effect on 1 September 2003 and that with Serbia 
and Montenegro is expected to become a fact by 
the end of the year. These agreements envisage 
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elimination of the customs duties for some 80 per cent 
of the industrial import and gradual decrease of the 
other customs duties, as well as mutual concessions 
for the trade in agricultural goods.
In 2004 Bulgaria will take up the Presidency 
of CEFTA’s Joint Committee and talks on the 
accession of new countries (Macedonia and 
Albania, for example) are already in progress in 
view of their preparation for future EU membership. 
Thus the production and trade rules will be unified 
and simplified, which will be of help to Bulgarian 
companies in their successful performance on the 
regional market.
A new ordinance concerning the opportunities 
to suspend customs duties in some cases6 
was adopted in September in accordance with the 
Customs Office Act. The ordinance will take effect as 
of 1 January 2004 and will be applied to the import 
of goods, for which the producers or their trade 
organizations have requested such suspension of 
customs duties on the basis of their production and 
processing needs, or in the event of absence of local 
production of such goods. 
Policy to Attract Foreign Investments
One of the most important problems Bulgarian 
enterprises are faced with is the need to secure the 
necessary investments. Along with the improved 
access to loans, the facilitated arrangements for the 
attraction of foreign investments are a basic factor 
for the implementation of the development strategies 
of enterprises, including production expansion 
and diversification, technological renovation and 
environment protection. The foreign companies 
presented in Bulgaria are already coming out of the 
period of establishment and develop their business, 
creating a good basis for the attraction of more 
domestic suppliers.
The Government put for discussion a draft of a 
new Investments Promotion Act, which eliminates 
the different treatment of Bulgarian and foreign 
investors. Investments are divided in three classes 
on a financial principle (from BGN 10 m to BGN 50 
m, from BGN 50 m to BGN 100 m, and above BGN 
100 m), with different incentives applied to each 
class; the administrative barriers to investments 
are reduced while applying an individual approach 
to each investor and “one-stop shop” servicing is 
actually introduced; priority sectors which the State 
declares interest to develop and attract investments 
in are defined; readiness for post-investment support 
is declared, including the necessary infrastructure 
provision through state subsidy. A Bulgarian 
Investments Agency to the Minister of Economy 
is set up by virtue of this act. Its main task is to 
coordinate the activity of government authorities in 
the field of foreign investments promotion. 
The draft act regulates the promotion of investments 
in the production of export goods, of products related 
to the extraction and/or processing of local materials; 
and of the production of high-tech goods to be traded 
on the international markets or supplied to local 
producers of high-tech goods. Investments in services 
are also promoted, including in bank services, tourism, 
non-banking financial services, electronic trade 
services, etc. The group to be promoted could also 
include investments, which do not meet the above 
requirements, but are of national importance or are 
vital for the development of a specific region.
Another amendment will be put for discussion in 
the National Assembly along with the new act. It 
envisages that citizens of EU Member States 
will be able to do business in Bulgaria without 
a permanent residence permit. The objective is 
to grant to such citizens equal rights with those of 
Bulgarian nationals for investments on the territory 
of Bulgaria. The passing of this amendment will 
be in compliance with a clause of the European 
Association Agreement between Bulgaria and the 
European Communities.
Situation of the Business Environment
The business environment can be assessed in terms 
of whether particular economic events change in a 
6 Ordinance on the terms and procedures of introduction and implementation of autonomous 
measures to suspend customs duties
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specific way the environment parameters for doing 
business in Bulgaria.
In the quarter under review the highest number of 
events with a positive or negative effect on Bulgaria’s 
entrepreneurship environment are observed in two 
fields: administrative and regulatory environment and 
entrepreneurship activity. 
Administrative and Regulatory Environment
The low number of privatization transactions 
concluded in the past quarter indicates again a lack 
of capacity in the Privatization Agency to take up 
and fulfill the responsibilities it has been assigned. 
Therefore another change has been introduced 
- talks went about a new privatization strategy for 
Bulgartabac, which totally excludes the Privatization 
Agency from the privatization process. Another event 
also had a negative impact on the administrative 
environment - the attempts to introduce licensing 
arrangements in the wood processing sector 
and in agriculture with contradictory effect on the 
business. This requires urgent impact assessment 
analysis of  all legislative changes with respect to 
entrepreneurship, both for the above arrangements 
and for any act concerning the business in Bulgaria, 
because the lack of correspondence between the 
passing and implementation of acts is not only a 
result of the business’ unwillingness to observe the 
laws, but also of Government’s lack of initiative to 
popularize changes on time. 
Nevertheless, in the third quarter of 2003 the 
administrative environment for doing business in 
Bulgaria improved for a number of reasons. The 
envisaged changes in the Ministry of Economy’s 
organization and structure did not happen in the 
period under review, yet they are a clear signal that 
the Government directs its efforts towards a policy 
for economic growth and improved competitiveness 
of Bulgarian enterprises, which complies with the 
good practices in the developed industrial states, 
as well as with those in Central and Eastern Europe. 
The new PHARE business support projects, as well 
as MoE’s information campaign, which was to the 
benefit of many entrepreneurs, the start (modest as it 
may be) of Bulgaria’s e-Government; the more active 
support position in the approval of certain transitional 
periods for enterprises, the approved Act on the 
Restriction of Administrative Regulation, the efforts 
for more efficient protection of competition, the higher 
public procurement thresholds and the proposal to 
introduce a special arbitration institution for public 
procurement disputes, the positive amendments to 
the Government Officials Act, as well as the envisaged 
incentives for investments in Bulgaria clearly indicate 
that the Bulgarian enterprise policy - in its section 
on the establishment of a favorable administrative 
environment - is properly oriented towards Bulgarian 
business competitiveness.
Overall, one can say that in the third quarter of 2003 
the administrative and regulatory environment for 
doing business has improved.
Entrepreneurship Promotion
Positive changes in the promotion of business 
undertakings were observed as early as the second 
quarter of 2003 with the approval in the Economic 
Commission of a draft Act on the Promotion of 
Investments in SMEs. The passing of this act, the 
changes in the definition of SMEs and the analysis on 
the effects of the provided grant schemes for financing 
of SME projects will be expected in the fourth quarter 
of 2003. The changes in the definition of SMEs will 
basically contribute to increased amount of the funds 
coming from the EU for support of the SME sector and 
to facilitated international comparisons of Bulgarian 
SMEs. The question is whether the administration 
will have the capacity to utilize the higher amount 
of funds, given that it manages to utilize only a 
portion of the currently coming funds (especially 
under ISPA). The regulation of venture capital funds’ 
operation envisaged in the act should be regarded 
as positive, provided that these funds are given 
clear incentives to invest in SMEs. The requirement 
not to buy enterprises where investments are made 
(or that the investment should amount to not more 
than 50 per cent of the enterprise’s capital) is not 
an incentive in support of either the venture capital 
funds or the SMEs. The provided support must be 
clearly expressed. The fact that with the changes 
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in the definition the SMEs bought by venture capital 
funds might not be able to take part in the distribution 
of the money from the European funds is not so big a 
problem. These funds mainly invest in sectors of the 
“new economy”, whereas European funds are mainly 
going to sectors of the old economy, which means 
that the objectives of the two business promotion 
measures (the funds and the European programs) 
are complementary and not mutually exclusive. 
On the other hand, the limitation on these funds to 
make investments only in OOD and AD should also 
be subjected to a careful analysis, which requires 
stipulation of the number of enterprises in which 
venture capital funds will be able to invest as well as 
what value added they generate in the economy with 
respect to the other SMEs (the sole traders). 
The issues of the requirements towards enterprises 
originating from the pre-accession process are of vital 
importance for their survival. The Ministry of Economy 
remains obliged to commit to entrepreneurs in terms 
of these requirements, but in this aspect it needs the 
support of all other institutions concerned with the 
negotiation process. In view of that, any attempt to 
make enterprises at least partially aware of the above 
requirements is positive, for example the initiative of 
the Union for Private Economic Enterprise. 
Public procurement preferences for SMEs can also 
be assessed as pro-business oriented. At the same 
time, it is perfectly right in an economic aspect that 
small and medium-sized enterprises are encouraged 
to continuously improve the quality of their offers, 
because preferences will not last forever. 
Business’ Access to Financing
The higher amount of loans provided by the banking 
system to the business and the growth of the stock 
exchange capitalization can indicate only one 
thing - improved access to financing for Bulgarian 
enterprises in the third quarter of 2003. All over the 
world - including in the most developed countries 
- the difficult access to financing is the N 1 problem 
of the business during the start up and development 
of its activity. Aggravated as this problem may be in 
the national economic environment, the positive trend 
of expanded lending should generate optimism about 
the further development of the business environment. 
The envisaged change of the definition of SMEs, the 
intensified Government activity to provide financing 
for the enterprises through the European funds, and 
the continuing news about new SME financing credit 
lines at different banks contribute to this optimism. 
The initiative to set up a fund to partially cover the costs 
of companies for bringing their business in compliance 
with European quality control requirements would be 
a positive step in the preparation of Bulgarian SMEs 
for successful realization on EU’s Single Market. It 
is important to create a mechanism, which would 
guarantee result-oriented use of the assets in this 
fund with a view to avoid misuse by the bureaucratic 
machinery and the beneficiary enterprises.
Efficiently Functioning Markets
The confirmed EC’s assessment (received in 
November) that Bulgaria has a functioning market 
economy does not mean yet that all Bulgarian 
markets are functioning efficiently, i.e. that Bulgaria 
has efficiently functioning market economy. The fact 
that the World Bank deferred its decision on the PAL 
2 loan, which was to be directed towards provision 
of efficient public services and towards curbing 
unregulated court practices and corruption, indicates 
that the capacity of the government administration 
to keep Bulgarian markets efficiently functioning 
remains low. The trade union pressure to which 
the Government yields has a restrictive effect on 
the transfer of labor resources to the more efficient 
private sector - either through the start- up of new 
enterprises or through more effective employment in 
existing companies. Sooner or later the absence of 
will to liquidate inefficient enterprises “haunts back” 
on the business environment because de facto the 
Government and the trade unions act jointly towards 
liquidation of the potential entrepreneurial business 
resource, which could be released for development 
of the private sector. 
On the other hand, the Government also makes 
some positive steps along these lines. The PHARE 
projects (for example, Introduction of Quality Control 
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Systems), as well as the expected intensified role 
of the  CPC, which will contribute to the closing of 
the Competition Chapter in the fourth quarter of 
2003, give positive signals for improved efficiency of 
Bulgarian markets.
The problems of adapting Bulgarian human resources 
to the market economy requirements, the innovation 
and access to information and communication 
technologies issues, as well as some environmental 
policy issues, also apply to the business environment. 
The positive elements in this context include the 
setting up of a training center for development of 
management business skills, the opened procedure 
for the Services and Technological Grant Scheme 
for SMEs Project, the projects for the setting up of 
business incubators (unfortunately few entrepreneurs 
are aware of their advantages)7 and the ideas to 
support enterprises in achieving the environmental 
standards established by the EU legislation adopted 
in Bulgaria.
The analysis of the different elements of the business 
environment can be synthesized in a generally 
positive assessment of the situation and the trends 
of the business environment development in the 
third quarter of 2003, despite the need of further 
commitment to improve the competitiveness of 
Bulgarian enterprises in view of their accession to the 
European Economic Area.
7 OECD/EBRD. Bulgaria Enterprise Policy Performance Assessment. OECD 2003
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Execution of the budget in the third quarter of 2003
Consolidated budget (covers the national budget 
and all autonomous budgets – those of local 
governments, insurance funds, state universities, 
Bulgarian Academy of Science, Bulgarian National 
Radio, Bulgarian National Television, Supreme 
Judicial Council, as well as extra-budgetary funds 
and accounts on central and local level).
Overall, relatively good execution of the consolidated 
fiscal program is reported for the third quarter of 2003, 
and some items show positive execution compared to 
the same period of last year. According to data from 
the Ministry of Finance, as of 30 September 2003 the 
surplus on the consolidated fiscal program has 
doubled compared to the third quarter of 2002 (BGN 
491.8 m) and amounts to BGN 847.8 m. At the end 
of the second quarter of the year a surplus of BGN 
627.1 m was reported under the consolidated fiscal 
program. The upward trend is expected to sustain 
in the last quarter of the year. Thanks to the surplus 
in revenues under the consolidated fiscal program a 
balanced budget for 2003 could be reached.
Revenues and aids by the end of September 2003 
amount to BGN 10 311.4 m, little over 77 per cent of 
the total annual amount planned in the consolidated 
budget program (BGN 13 373.8 m). As a comparison, 
in the third quarter of 2002 revenues under the 
consolidated budget amount to BGN 9 180.6m or 74 
per cent of the planned total annual amount, and 73.3 
per cent of realized revenues. Expenditures for the 
period amount to a total of BGN 9 463.7 m, or 69.4 
per cent of the annual amount of expenditures under 
Budget 2003 (BGN 13 636.6 m). As a comparison, for 
the same period of last year these accounted for BGN 
8 688.8 m (68.6 per cent against budget estimates 
and 68.2 per cent of expenses made during the 
year). The trend in the recent years to spend sizeable 
portion of the expenses budgeted in the consolidated 
fiscal program at the end of the year will sustain 
in 2003. Some of the major expenditure items in 
the fourth quarter are expected to be the funds for 
financing the National Health Insurance Fund, the 
unpaid expenses for the delegated state activities to 
municipalities, the Christmas benefits for pensioners, 
and an extra salary for the persons employed in the 
budget-supported sphere. 
National budget (comprising the central budget, 
budgets of ministries and agencies and the budget of 
the Audit Office)
A surplus is reported in the national budget at 
the amount of BGN 758.5 m. Revenues into this 
budget amount to BGN 6 279 m (82 per cent of the 
planned for the year), and expenditures total BGN 5 
520.5 m (68.8 per cent of the annual amount against 
2003 budget estimates). Compared to last year, 
these values were respectively BGN 5 355.4 m in 
revenues (76.7 per cent of the planned and 73.5 per 
cent of reported revenues) and BGN 5 011.6 m in 
expenditures (66.6 per cent of the program and 65.9 
per cent of the total amount of expenditures made 
over the year). 
Central national budget
The surplus  on the central national budget amounts 
to BGN 430 m:  revenues of BGN 5 053.2 m, and 
expenditures of BGN 900.4 m. 
Fiscal reserve (covers cash in BGN and foreign 
currency on all current and term deposits with the 
BNB and commercial banks of the central budget, the 
budget funds of ministries and agencies, the National 
Social Security Institute, the National Health Insurance 
Fund and their extra-budgetary accounts and funds, 
as well as other high-liquid low-risk financial assets in 
foreign currency of the government). 
The fiscal reserve at the end of September 2003 
increased by BGN 119.3 m on the previous month 
and amounts to BGN 4 450.5 m, out of which 
deposits in BNB account for BGN 3 831.5 m, and 
foreign exchange assets amount to BGN 1 871.6 m. 
Table 7 illustrates the dynamics of the fiscal reserve 
over the period under review. 
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Table 7.  Data on the fiscal reserve 
(FR) according to the Agreement with IMF (BGN m)
 As of 30 
June 2003
As of 31 
July 2003
As of 31 
August 2003
As of 30 
September 2003
Total amount of FR 4 299.7 4 311.6 4 331.2 4 450.5
FR funds in BNB 
deposits
3 747.4 3 766.3 3 767.3 3 831.5
FR funds in foreign 
currency assets
2 219.7 2 386.9 2 455.7 1 871.6
Source: MoF data 
In July joint proposals of the Ministry of Finance 
and the Bulgarian National Bank for fiscal reserve 
management regulation were presented. These 
provide for the available funds on all current and term 
deposits to be secured by servicing banks’ blocking 
of government securities in favor of the Ministry of 
Finance. MoF and BNB experts propose that the 
minimum amount of the fiscal reserve be determined 
in the Republic of Bulgaria State Budget Act and be 
no less than the higher of the two values – projected 
principal and interest payments on the government 
debt in the respective fiscal year or 85 per cent of 
the average arithmetic mean of the annual projected 
principal and interest payments on it in the next three 
years. The changes envisage for the Minister of 
Finance to be able to invest the excess of funds on 
all current and term deposits of budget organizations 
over the minimum amount of the fiscal reserve. The 
amount of invested funds is to be coordinated with 
the BNB and fixed each year in the State Budget Act. 
This is to be effected through public tender under a 
procedure specified in a regulation of the Minister of 
Finance and the BNB. Experts propose for the fiscal 
2003 the maximum amount of invested funds not to 
exceed BGN 250 m. 
As political support for the proposed changes was 
contingent on the election of BNB Governor, the 
legal framework for the management of the fiscal 
reserve was not adopted in the third quarter of 2003. 
Enhanced political and public interest in the topic 
gives ground to assume that texts establishing the 
mechanisms for effecting operations with the fiscal 
reserve and the powers of the MoF in this field will be 
adopted in the State Budget Structure Act.
Municipal finance and fiscal decentralization
As of 30 September 2003 municipal budgets 
reported a surplus of BGN 25.3 m with revenues of 
BGN 1 005.5 m, net transfers of BGN 437.2 m and 
expenditures of BGN 1 417.3 m.
Consultations on the parameters of Budget 2004 
continued in the third quarter. Difficulties related to 
the structure of the expenditure side highlight the 
necessity to continue and accelerate reform in public 
services (healthcare, education, social assistance, 
infrastructure building), as well as the presence of 
a great number of priorities necessitating budget 
financing. A direct consequence of the pressure for 
higher budget expenditures was the announced idea 
of MoF to preserve the budget deficit in 2004 at the 
2003 level (0.7 per cent of GDP). Departure from the 
announced intentions for reducing the budget deficit 
to 0.5 per cent of GDP in 2004 shows that under such 
a scenario the announced intentions of achieving 
a balanced budget in 2005 might not be kept. 
This would have an adverse impact on investors’ 
(foreign and Bulgarian) confidence in the ability 
of the government to pursue consistent economic 
policy in accordance with the outlined objectives and 
measures. Consultations between the government 
and the IMF on the amount of the budget deficit in 
2003 and 2004 continued in the fourth quarter.
Revenue part of the national budget
Taxes, excise and customs duties 
Tax revenues in the national budget as of 30 
September 2003 amount to BGN 4 785.5 m against 
BGN 3 947.3 m at the end of the third quarter of last 
year. Their execution by October 2003 is 78.5 per 
cent of the annual estimates in the State Budget Act. 
As of the end of September 2002 execution of tax 
revenues to the national budget was 72.4 per cent.
Among tax revenues, VAT accounts for the highest 
relative share: 46.98 per cent of total revenues 
against 48.7 per cent for the same period of 2002. 
VAT execution for the first nine months of 2003 is 
BGN 2 248 m (76.4 per cent of planned VAT revenues 
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for the year) against BGN 1 922.9 m in the third 
quarter of last year (69.2 per cent of the total planned 
annual amount). Revenues from excise duties and 
charges on liquid fuels account for a significant share 
– BGN 1 117.6 m or 23.4 per cent of total tax revenues. 
Execution of the tax compared to annual estimates 
as of end of September is 74.4 per cent against 68.8 
per cent at the end of September 2002. As a result of 
higher excise duties on fuels (effective as of 1 January 
2003) a trend is observed toward reduction of the 
quantities for the domestic market resulting in lower 
budget revenues.
The relative share of revenues from corporate 
income tax by 30 September 2003 (BGN 772.4 m) 
is 16.1 per cent of tax revenues against 10.2 per cent 
in the previous year (BGN 401.3 m). Compared to the 
annual estimates, their execution is 88.5 per cent.
The share of revenues from personal income tax (PIT) 
by the end of September is 6 per cent of the tax revenues 
against 9.7 per cent for the same period of last year. The 
execution of PIT on a net basis is BGN 287.5 m or 76.6 
per cent compared to the annual estimates. For the 
same period of last year collected revenues amount to 
BGN 382.6 m or 68.6 per cent of the estimates for the 
year. One of the factors affecting PIT revenues realized 
in the first nine months of the year is the new method of 
tax administration in the current year, i.e. its full remission 
in favor of municipal budgets.
Revenues from customs duties and charges 
amount to BGN 165.6 m or 91.9 per cent compared to 
annual estimates. Their increase on the same period 
of 2002 is BGN 32.2 m. 
Other revenues and aids
Non-tax revenues to the national budget at the end 
of the third quarter of 2003 amount to BGN 1 477.3 
m or 94.4 per cent against the annual estimates. The 
increase is due to the one-time annual contribution 
from the excess of revenues over expenditures 
of BNB at the amount of BGN 132.6 m (against a 
total annual estimate of BGN 150 m). A fairly good 
execution of revenues to the CB is reported from 
fines, sanctions and penal interest (112.9 per cent of 
annual estimates) thanks to the automated calculation 
of interest on overdue receivables, introduced by the 
customs administration. 
Expenditure part of the national budget
Current expenditures
Running costs have the highest relative share of 
40.9 per cent of total expenditures – BGN 1 608 m. 
These include costs for medicines, fuel and energy, 
hired services, current repairs, as well as defense 
and security expenditures.
Interest paid for foreign and domestic debt 
servicing by the end of September amounts to BGN 
671 m, out of which BGN 136.2 m on domestic loans 
and BGN 534.8 m on foreign loans. The relative 
share of expenditures for interest payments for the 
period accounts for 17.1 per cent of the total budget 
expenditures (against 18.5 per cent in the first nine 
months of 2002).
The share of expenditures for wages and other 
payments to employees (BGN 403 m) is 10.3 per 
cent of total expenditures in the national budget. The 
share of social and scholarship expenditures rose 
(8.5 per cent) in the total expenditure.  
Transfers
Transfers (subsidies/contributions) from the national 
budget to other budgets amount to BGN 1 593.5 m. 
The national budget has allocated to municipalities 
BGN 429.6 m or 102.1 per cent of the total annual 
amount. Transfers made from the central budget to 
the budget of NSSI amount to BGN 713 m or 75.4 
per cent of the annual estimate. The central budget 
subsidy to the judiciary is BGN 68.7 m or 71.6 per 
cent of the annual amount.
Foreign and domestic debt
After Standard and Poor’s raised the long-term credit 
rating of the Republic of Bulgaria in local and foreign 
currency (Table 8) in the second quarter, Japan Credit 
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Rating Agency (JCRА) and Fitch Ratings also revised 
upward their ratings.
Table 8.  Credit ratings at 30 September 2003 
Agency Foreign currency Local currency
Long-term Short-term Prospect Long-term Short-term Prospect
Fitch BB+ B Positive BBB- - -
JCRA BBB- - Stable BBB - Stable
Moody’s Ba2* - Stable Ba2 - -
Standard 
& Poor’s
BB+ B Stable BBB- A- Stable
*This rating of Moody’s refers to bonds and long-term securities in foreign currency. 
The rating for long-term bank deposits in foreign currency is “Ba3”.
Source: according to MoF data
At the beginning of July Japan Credit Rating Agency 
(JCRА) raised Bulgaria’s long-term credit rating in 
foreign currency from “BB+” (“positive prospect”) to 
“BBB-“ (“stable prospect”) and determined “ВВВ” 
(“stable prospect”) for the long-term credit rating in 
local currency.
 
The main motives of JCRА to raise the credit rating are 
political, economic and fiscal reforms implemented in 
line with Bulgaria’s accession to the EU in 2007 and 
expected sustainable economic growth in the medium 
term. On the other hand, according to the Agency, the 
ratings are restricted by the uncompleted process of 
economic restructuring (one fourth of the labor force 
is employed in agriculture), still high unemployment 
level which will have a negative impact on economic 
growth in the future, and a sizeable foreign debt. 
The ratings stable prospects reflect expectations 
that the coalition government will continue pursuing 
tight fiscal policy combined with ongoing reforms, 
striving toward EU accession in 2007, will finalize 
privatization and will maintain the currency board 
arrangement, notwithstanding the declining public 
support to the government. 
At the end of July the international rating agency 
Fitch Ratings raised Bulgaria’s long-term credit rating 
in foreign currency from “BB” to ”BB+” and that in 
local currency, from “BB+” to “BBB-“. The short-term 
rating in foreign currency remains “B”. The prospect 
for long-term ratings remains positive. Higher credit 
ratings and the positive prospect reflect Bulgaria’s 
stable macroeconomic policy and performance, 
underpinned by the currency board arrangement and 
the country’s aspiration to EU membership, expected 
to ensure fast reduction of domestic and foreign 
debt ratios of the country. Fitch expects the ratio of 
government debt to GDP to account for 46 per cent 
at the end of 2003 against 79 per cent at the end of 
1999, consistent with tight fiscal policy, rapid GDP 
growth, appreciation of the local currency and good 
debt management. Nevertheless, the level of the debt, 
which has significant foreign currency composition, 
will remain below the average values of 39 per cent in 
the group of countries with rating “BBB”. The rating is 
underpinned by the good external liquidity position. 
According to the Agency, progress in structural 
reforms is needed in order to raise the standard of 
living and reduce unemployment. Among the priority 
areas are improved business climate, completion of 
the big privatization deals, restructuring the energy 
sector and higher labor market flexibility.
   
At the end of the third quarter of 2003 the total 
government and government-guaranteed debt 
is BGN 17 194.7 m at BNB central exchange rates 
of BGN as of 30 September 2003. Compared to the 
second  quarter of the year the total amount of the 
debt has declined by BGN 170.1 m. At comparable 
data the Debt/GDP ratio drops down from 49.2 per 
cent at the end of June to 48.7 per cent at the end 
of September 2003. Compared to the same period 
of last year total debt has decreased by BGN 1 734.3 
m due to the US dollar devaluation against the Euro 
in the review period and the repayment of principals 
and interest.
In dollar terms, however, government and 
government-guaranteed debt has increased by 
USD 98.4 m over the period from the end of the 
second to the end of the third quarter of the year 
(from USD 10 145.4 m to USD 10 243.8 m according 
to BNB central exchange rates for the respective 
dates). This is due to the more expensive Euro 
versus the US dollar, as well as to the change of the 
currency structure of the debt. As of the end of June 
2003 Dollar-denominated debt was 46.16 per cent of 
the total amount of the government and government-
guaranteed debt, while at the end of September 
Dollar-denominated debt was already 44.9 per cent. 
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As a comparison, the share of Euro-denominated 
debt increased from 32.1 per cent of the total amount 
at the end of June to 32.4 per cent at the end of 
September 2003 (BGN debt marked an increase in 
the debt structure – from 8.53 per cent at the end 
of June to 8.56 per cent at the end of September 
2003). 
 
In the fourth quarter the amount of the debt will 
probably be predetermined again by the dynamics 
of the exchange rate of the Euro against the US 
Dollar and the changes in the currency structure. In 
all cases, however, an important indicator remains 
the ratio of total debt to GDP that will stay within the 
Maastricht criteria and will probably keep its trend of 
progressive decline.  
Foreign debt
According to data from the Ministry of Finance, at 
the end of September the foreign debt amounts to 
EUR 7 657.4 m (against EUR 7 736.4 m at the end 
of the second quarter of 2003), the government debt 
accounting for EUR 7 261.4 m (against EUR 7 363.8 
m at the end of June) and government-guaranteed 
debt - EUR 395.9 m (EUR 372.6 m as of 30 June 
2003). As a result mainly of the changes in the 
exchange rates over the period from the end of June 
to the end of September 2003, the total amount of 
the foreign debt in dollar terms marks an increase 
of USD 82 m. In BGN terms a trend is observed 
toward a reduction of the amount of foreign debt 
by BGN 155.3 m. The total foreign debt at the end 
of September amounts to USD 8 922.4 m or BGN 14 
976.6 m, recalculated at the BNB rate of BGN to USD 
as of 30 September 2003. 
There are slight changes in the debt structure 
compared to the previous quarter. The Euro-
denominated debt accounts for 34.1 per cent (versus 
33.89 per cent at the end of June), and the debt in 
USD and other currencies is 49.7 per cent (50.96 
per cent as of 30 June 2003) and 16.2 per cent 
(15.16 per cent at the end of June), respectively. 
The interest structure is also subject to very slight 
change. The ratio between floating interest rate debt 
and fixed interest rate debt is 62.9 per cent to 37.1 
per cent. The average residual term of the debt is 
10 years and 1 month, and at the end of the period a 
small reduction of the debt is observed in the range 
of 5 to 10 years and an increase of the debt over 10 
years. Highest is the share of the debt on regular 
bonds (27.6 per cent) and Brady bonds (amounting 
to 26.8 per cent). The share of the debt to IMF slightly 
increased to reach 13.1 per cent. Payables to the 
World Bank account for 11.8 per cent, to EU – 4.6 per 
cent, on government-guaranteed borrowings – 5.2 
per cent, and to the Paris Club – 3.2 per cent.  
Domestic debt
As of 30 September 2003, according to data of the 
Ministry of Finance, the domestic debt equals the 
government debt and amounts to BGN 2 218.2 m 
(there are no liabilities on domestic government 
guarantees). Compared to the end of the second 
quarter of the year a reduction is observed of the 
total amount of domestic debt by BGN 15.7 m.
Within the structure of domestic debt at the end of 
September 2003, the share of government securities 
issued for financing of the budget deficit is 74.6 per 
cent (against 74.2 per cent at the end of June) of 
the total amount of the domestic debt. At the end 
of September, the share of the debt on government 
securities issued for the structural reform is 25.4 per 
cent (against 25.8 per cent at the end of the second 
quarter) of the total domestic debt. The domestic 
government-guaranteed debt was redeemed in June. 
Table 9 shows the dynamics of the total domestic 
debt structure.
Table 9.  Total domestic debt structure (%)
Debt structure As of 30 
September 2002 
As of 30 
June 2003
As of 30 
September 
2003 
Debt on government securities 
issued  to finance the deficit
66.55 74.2 74.6
Debt on government securities 
issued for the structural reform
33.30 25.8 25.4
Domestic government guarantees 0.15 0.00 0.00
Source: according to MoF data, Government Debt monthly bulletins
Total expenditures on the domestic debt (interest 
and discounts) at the end of the third quarter of 2003 
PUBLIC FINANCE
REPORT BY THE CENTER FOR ECONOMIC DEVELOPMENT38 THE BULGARIAN ECONOMY IN THE THIRD QUARTER OF 2003 39
amount to BGN 103.2 m (against BGN 87.6 m for 
the respective period of the previous year). Among 
these expenditures, the share of expenditures on 
government securities for financing of the budget 
deficit is 85.17 per cent (against 67.87 per cent at the 
end of September 2002). Highest is the relative share 
of expenditures on 5-year bonds (40.4 per cent), 
followed by those on 3-year bonds — 21.3 per cent, 
and seven-year bonds - 18.3 per cent. The share of 
expenditures on government securities issued for the 
structural reform is 14.83 per cent (against 32.13 per 
cent in the same period of 2002). Figure 15 illustrates 
the dynamics of the structure of expenditures on the 
domestic debt in 2002 and 2003.
Figure 15.  Domestic debt cost structure of (%)
Source: according to MoF data, Government Debt monthly bulletins 
According to BNB data (Government Securities 
bulletin of Fiscal Services Department), during the 
months July – September 2003 average yield attained 
in the primary market on newly issued government 
securities for financing of the budget deficit was 2.56 
per cent on an annual basis for three-month treasury 
bills (three auctions for the period), 5.08 per cent on 
an annual basis for five-year treasury bonds (three 
auctions for the period), 5.54 per cent for seven-year 
treasury bonds (one auction for the period), and 
6.06 per cent for ten-year bonds (one auction for the 
period). No twelve-month treasury bills and three-year 
treasury bonds were issued during the quarter. 
Thus, with regard to the domestic debt market, the 
third quarter marks a decrease in the yield of all 
newly issued government securities compared to 
the previous quarter and the first nine months of 2002. 
In comparison to the end of the second quarter the 
share of securities issued for financing of the budget 
deficit has slightly decreased at the expense of the 
share of securities issued for the structural reform. 
In comparison to the first nine months of last year, 
the share of expenditures on government securities 
issued for financing of the deficit increased, while 
the share of expenditures on securities related to the 
structural reform dropped down as a consequence of 
the changed structure of domestic debt.  
New financing
During the first nine months of the year new 
loans received total BGN 761 m, against total 
payments on the foreign debt of BGN 1 238.8 m. 
These payments include repayment of principals at 
the amount of BGN 645.9 m., and interest payments 
of BGN 592.9 m.
In the third quarter the World Bank announced that 
the decision on extending the second portion of the 
PAL 2 loan, amounting to USD 150 m, is postponed 
for the spring of 2004. Initially the funds were to 
be disbursed in February 2004. Disbursement is 
contingent on the completion of reforms in Bulgaria 
in the outlined key areas (privatization of Bulgartabac 
Holding and reform in the judiciary) by the end of the 
year.
The representatives of the World Bank and the 
Minister of the Economy signed an aid agreement 
of USD 455 thousand earmarked to support the 
implementation of the conditions on the PAL 2 loan. 
The Japanese government grants the funds. 
On 7 July 2003 the Board of the Executive Directors 
of the IMF completed the third review for Bulgaria on 
the implementation of the economic program of the 
government under the two-year stand-by agreement. 
The decision of the Board allows the country to 
receive the successive (sixth) tranche of SDR 26 m 
(about USD 36.5 m). With this, borrowing from the 
IMF will amount to SDR 162 m (USD 227.4 m) out 
of the total SDR 240 m (USD 337 m) loan under the 
agreement approved on 27 February 2002. 
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In the report on Bulgaria for the third review IMF 
forecasts that good revenue performance of the 
budget in the first quarter of the year will sustain 
as a trend and will allow for unpaid expenditures 
of municipalities and healthcare to be covered in 
compliance with the planned budget deficit (0.8 per 
cent of GDP). It is expected that budget revenues 
will exceed the annual amount set in the fiscal 
program. Management of budget expenditures and 
the efforts for optimizing the process of budget 
preparation receive moderate assessment. In order 
to improve control over expenditures, the introduction 
of Financial Management Information System (FMIS) 
is recommended. According to IMF, the projected 
significant economic growth in the medium term 
creates favorable conditions for budget deficit 
reduction in the next year as a step toward achieving 
a balanced budget in 2005. To achieve the objectives 
of the medium-term fiscal program it is necessary to 
reduce subsidies (especially to the regional district 
heating companies and the railway transport), as 
well as optimizing the number of employees in the 
education and healthcare sectors. Another major 
condition is to go ahead with reforms in the social 
and pension system as well as create conditions for 
higher capital expenditures in view of the increased 
EU funds. 
Regulatory framework development 
Amendments to the 2003 Republic of Bulgaria State 
Budget Act, Personal Income Taxation Act, Local 
Taxes and Charges Act, and the VAT Act, passed 
in the second quarter, were promulgated in the third 
quarter of 2003. Overall, changes are partial and did 
not eliminate the need for large-scale amendments to 
the tax laws in the fall with regard to preparation and 
adoption of the state budget for 2004.
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The positive trends of decreasing unemployment 
and growing incomes persisted in the third quarter 
of 2003, partly as a result of the active labor market 
policy. The period is characterized by intensified trade 
union activity on a broad range of economic and social 
policy issues, but realistic alternative and constructive 
solutions were not proposed. There was active public 
discussion on important and long delayed problems 
of the other social policy sections – Social Security 
and Healthcare Reform. The third quarter was also 
used as a preparatory phase for the development 
and coordination of major documents such as the 
budget of NSSI, NHIF, the 2004 NFA. A positive new 
moment is the active involvement of the Ministry of 
Health in solving the hospital financing problems and 
continuing the reform of the hospital sector, as well as 
its support for more clear regulation of the activity of 
voluntary health insurance companies.
The dynamics of important social indicators, the 
expected effect of adopted regulatory changes and 
of draft acts put forward to the National Assembly, 
the conclusions of organized public discussions are 
discussed in detail hereunder with parallel assessment 
of Government’s social and health policy. 
Labor Market
The third quarter of 2003 was characterized by 
record-breaking low unemployment levels. A 
downward trend in the number of unemployed was 
registered in all three months - July, August and 
September, and the level of 12.76 per cent is the 
lowest one registered since 1998. The unemployment 
level in Bulgaria is below the average value for the 
countries of Central and Eastern Europe (about 14 
per cent for the quarter). According to this indicator 
Bulgaria comes before Poland and Slovakia.
Along with that, the number of people who have 
found a job registers an increase, with new jobs 
prevailing on the primary labor market, which is 
characterized with revival and intensified activity of 
private companies. The contribution of the subsidized 
employment programs and the more favorable in a 
seasonal aspect situation of the labor market in the 
summer is not so big. A new positive moment is the 
growing interest of employers towards the incentive 
measures for young people, which result in higher 
number of employed young people up to 29 years 
of age. 
A special focus point of Government’s labor 
market policy are the measures to decrease the 
number of permanently unemployed people and 
to increase their employability after completion 
of the National program From Social Assistance 
to Employment. As updated integrated data are 
not available, we will mention here that as at end 
of June 2003 more than 80 thousand permanently 
unemployed people have found a job and de facto 
participate in a social integration program. This 
program provides them with the opportunity to 
restore within three years their working habits and 
get some training to increase their chances of getting 
back on the labor market. The program is performing 
successfully in dozens of Bulgarian municipalities. 
It yields significant results in terms of the created 
employment, as well as for practical improvement 
of the living environment. A very good operational 
cooperation and synchronization of the municipalities, 
the labor offices and the social assistance directorates 
has been achieved, which in itself is an achievement 
and accumulated experience in the implementation of 
projects of high local significance.
The pilot phase of MLSP’s program Employment of 
Teachers for Training of Disabled Children started in 
August. It covers Sofia city, Plovdiv, Varna, Sliven, 
and Kardjali, and the plan is to train and employ 100 
unemployed teachers, who will be engaged in the 
training of children with various disabilities. Such a 
program, though modest in scope, is a good example 
of comprehensive solution of social problems.
There are many other examples of successfully 
developed and implemented innovative 
employment and training programs involving 
the Ministry of Labor and Social Policy and 
international donors. Some of these programs 
have been operating for several years already 
and cover increasingly higher number of new 
municipalities - the Beautiful Bulgaria Project and 
the Job Opportunities through Business Support 
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(JOBS) Project. For example, the Beautiful Bulgaria 
Project is currently implemented in more than 100 
Bulgarian municipalities; for six years it has provided 
employment to almost 40 thousand people and 
in most cases the question is about permanent 
employment and parallel qualified training.
The JOBS project promotes local economic 
development through support for start-up small and 
medium-sized enterprises and agricultural producers. 
The program contributes to the opening of permanent 
jobs through its network of 24 business centers 
and business incubators. A new component of the 
financial leasing scheme for unemployed Start with 
Leasing has been launched since 1 August. 
A new point in the labor market policy is the starting 
on-line labor exchange supported by the Employment 
Agency. It gives comprehensive information about 
the education and qualification of the unemployed 
registered at the labor offices and provides employers 
with the opportunity to publish job announcements.
Incomes and Living Standards
The third quarter of 2003 registered continuing 
real increase of the incomes of Bulgarians, 
though not with the rates characteristic of the 
previous quarters. According to NSI’s data, the 
registered increase of the average monthly wage of 
the employed is 2.1 per cent and 6.7 per cent for 
the total monthly income per household member, 
compared to the same period of the previous year. At 
this stage it is difficult to project future trends, but it is 
clear that there are risks and barriers to the sizable 
improvement of people’s living standards.
At the same time, the July survey of the 
“consumer confidence” registered higher 
pessimism in consumers’ assessments and 
expectations compared to the previous three 
months. Consumers’ assessments of the financial 
situation of households in the last 12 months, as well 
as their expectations for the next 12 months are more 
unfavorable. The July 2003 survey data put a stop 
to the favorable trends and optimistic expectations 
registered in the previous periods. Overall, Bulgarians 
expect growth of inflation and unemployment and 
more unfavorable economic development in the next 
12 months. Electricity prices were raised again in 
the period under review. The subjective information 
about consumers’ expectations reflects the objective 
economic and social processes dynamics. The 
parallel survey and use of the two types of indicators 
for management purposes is both necessary and 
important. The intensified trade union activity with 
respect to incomes and living standards, registered 
in the third quarter, as well as the expectations 
about a more unfavorable economic situation in the 
winter months require higher attention and adequate 
political decisions by the ruling circles till the end of 
their mandate.
Social Assistance
In the third quarter it was understood that on the basis 
of accounts the child benefits will increase from BGN 
15 to BGN 18 in 2004, whereby the Government 
fulfils the commitment from the beginning of its 
mandate to increase twice the amount of monthly 
child benefits. The benefits for disabled children will 
be increased from BGN 30 to BGN 36 irrespective of 
the family income and thus the parents of a total of 1 
150 thousand children will receive child benefits. 
In 2003 single benefits to the amount of BGN 80 were 
paid for the first time in Bulgaria to poor families with 
children enrolled for first school grade. This measure 
covers about 10 thousand families and is another 
example of a differentiated approach to the problems 
of the most underprivileged social groups.
For social assistance directorates, local 
administrations and tax offices the third quarter of 
2003 is also a period of intensive work for preparation 
of the heating assistance campaign. Given the 
dimensions of the program, as well as the need of 
closer control of the applicants for heating benefits 
and of the supplying companies, one can conclude 
that the campaign runs smooth and without major 
problems.
SOCIAL AND HEALTH POLICY
REPORT BY THE CENTER FOR ECONOMIC DEVELOPMENT42 THE BULGARIAN ECONOMY IN THE THIRD QUARTER OF 2003 43
Industrial Relations and Social Partnership
The amendments to the Civil Procedure Code 
passed by the National Assembly are an attempt to 
change labor relations with respect to the payment 
of the amounts due by the employers to the workers 
and employees. On a proposal by the trade unions, 
a worker or employee to whom the employer is 
indebted, can have documents and abstracts from 
account books issued and collect his claim with a 
writ of execution. This procedure comes to replace 
the lengthy labor actions at law where the worker or 
employee can only refer to an officer of the court after 
the case is determined. Time will show what practice 
will be established with this legal opportunity, but it 
is quite doubtful that the mechanism will become 
operational, given that everything depends on 
employers’ good will.
The passed Anti-Discrimination Act also reveals 
the level of approximation of the Bulgarian with 
European legislation. It prohibits employers to place 
requirements for age, sex, ethnic origin, nationality, 
religion, physical disability, family and property 
status to the candidates for a job. Employers are 
obliged to ensure equal pay for equal or equivalent 
work and to provide to the workers and employees 
equal opportunities for training and qualification. 
Pay determination criteria should be equal for 
everybody and should be described in the collective 
labor contracts or the internal wage rules. A special 
commission, which will be set up under the new 
act, will monitor the cases of discrimination. It will 
comprise nine members, each with a five year term of 
office, five of which will be appointed by the National 
Assembly and the other - by the President.
The first National Advisory Meeting to Promote 
Social Dialogue was organized in September on 
the initiative of the Ministry of Labor and Social Policy 
and provided a forum for constructive discussions on 
a number of labor relation and social policy issues. 
Along with that, cases of trade union pressure were 
also registered in the third quarter of 2003. These 
included protests in some enterprises against delayed 
payment of wages and social allowances, as well as 
for participation in the conclusion of privatization 
contracts – BDZ, the electricity distribution 
companies, etc. The Confederation of Independent 
Trade Unions in Bulgaria has approved and defends 
a long list of social and economic demands, some 
of which cover the period up to 2006 and envisage 
wider participation of trade union representatives in 
the determination of Bulgaria’s economic and social 
policy. The trade union intends to protect these 
demands through a series of protests, but obviously 
trade union members are not very interested in such 
events. Besides, Bulgarian social partnership and 
social dialogue mechanisms have traditions and it is 
quite normal to defend trade union proposals in this 
way. 
Social Security
The question of whether to eliminate the pension 
ceiling as of 2004 or to introduce an intermediate 
ceiling up to a certain amount was intensively 
discussed in the public space by financial and 
social ministries representatives, as well as by 
NSSI representatives, other experts in the field 
and the media. Most people and the media regard 
the existing upper limit of pensions, which is not 
dependable on the length of service and the social 
security contributions, as a socially unfair measure, 
which not only causes losses to current pensioners 
but highly discourages  working people from paying 
the full amount of their social security contributions. 
According to the Social Code adopted three years 
ago, the pension ceiling was to be removed as of 1 
January 2004 and people with higher pensions were 
to receive the full amount of their pensions and not a 
unified maximum pension. In mid-2003 the financial 
ministry proposed to preserve the pension ceiling 
in 2004 and to increase it by BGN 50 only - from 
BGN 200 to BGN 250. At the end of July the social 
ministry proposed a ceiling of BGN 500, but in early 
September it moved back and proposed BGN 350. At 
the end of September Podkrepa Labor Confederation 
took a stand against the elimination of the pension 
ceiling and against a higher secondary ceiling. 
NSSI calculated its expected costs for all pension 
ceiling proposals. With a ceiling of BGN 500 
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an additional amount of BGN 147.2 m will be 
required, with a ceiling of BGN 420 the amount 
is BGN 140 m, and with a ceiling of BGN 350 
– BGN 126 m. According to NSSI’s representatives 
it is inadmissible to eliminate as of 2004 the provision 
for limited pension up to a specified amount before 
achieving financial stabilization and starting to 
apply the reformed social security legislation on a 
new sound basis. Discussions on pension ceiling 
elimination should also take into account the solidarity 
nature of the state social security. The continuing 
annual deficit in the Pension Fund, which is covered 
with a state subsidy, as well as the existence of a 
maximum income for social security purposes which 
puts a limit on social security contributions remain 
sufficient reasons to keep the pension ceiling in 2004 
and fix it at a level bound to a certain percentage of 
the maximum income for social security purposes. 
The maximum pension amount will be determined 
upon the approval of NSSI’s 2004 budget. There 
are two proposals – BGN 350 (35 per cent of the 
2003 maximum income for social security purposes 
amounting to BGN 1000 - the proposal of the social 
ministry) and BGN 420 (35 per cent of the agreed 
2004 maximum income for social security purposes 
amounting to BGN 1200 - the proposal of the financial 
ministry). 
The tightened social security discipline introduced 
in early 2003 with the mandatory registration of 
labor contracts in NSSI and the minimum social 
security thresholds, contributed to increased 
financial resources in the State Social Security 
(SSS) funds. In the first nine months of 2003 the 
proceeds in these funds registered an increase 
of BGN 250.5 m compared to the same period of 
2002. The significant positive effect on the proceeds 
in all SSS funds as a result of the two mandatory 
measures for the business introduced since the 
beginning of 2003 gives grounds to believe that 
unlike previous years the 2003 state subsidy for 
the Pension Fund amounting to BGN 382 m will 
be sufficient to cover the deficit. 
The negotiations between the trade union and the 
employers’ organizations on the new minimum 
social security thresholds by basic economic 
sectors and qualification groups of professions, which 
will take effect as of 2004, went on wheels in the third 
quarter of 2003. Consequently, the amounts of the 
new social security thresholds for 2004 are already 
specified. The work group comprising representatives 
of the social and the financial ministry, the NSSI, 
the National Statistics Institute and the nationally 
represented trade union and employers’ organizations 
reached a consensus on most thresholds, and 
only for 6 business activities the amounts were 
administratively increased by 7 per cent, which 
is the increase of the 2003 average income for 
social security purposes for the nine groups 
of professions. The breakdown by business 
activities is more detailed (their number increased 
from 48 in 2003 to 58 in 2004); the objective is to 
achieve higher justice and precision of the defined 
minimum social security thresholds. The lowest social 
security threshold will be equal to the 2004 minimum 
wage of BGN 120, and the highest will be BGN 1200. 
The minimum income for social security purposes for 
the self-insured remains BGN 200, and for people 
who are only engaged in agriculture - BGN 50. The 
minimum social security thresholds remain at their 
2003 levels for ten business activities. 
Trade organizations - members of the Bulgarian 
Chamber of Commerce and Industry (BCCI) propose 
to introduce differentiated rates by regions 
as a basis for the calculation of social security 
contributions. In some Bulgarian regions wages are 
lower than the minimum social security thresholds 
and therefore employers and workers pay in NSSI 
social security contributions on amounts which are 
not actually earned. It is advisable to analyze the 
proposal of the trade organizations and to coordinate 
it with state, trade union and employers’ organization 
representatives in 2004. 
Change of Pension Fund 
The new Social Security Code, which was passed 
on second reading in Parliament on 26 June 2003, 
failed to regulate the issue of the change of the 
participation of insured persons and the transfer 
of the accumulated assets for insurance purposes 
from one pension fund to another. The Financial 
SOCIAL AND HEALTH POLICY
REPORT BY THE CENTER FOR ECONOMIC DEVELOPMENT44 THE BULGARIAN ECONOMY IN THE THIRD QUARTER OF 2003 45
Supervision Commission (FSC) developed a 
draft Ordinance on the terms and procedure of 
change of participation and of transfer of the 
accumulated assets of insured persons from 
one supplementary pension insurance fund to 
another such fund managed by another company, 
which was discussed by social ministry and pension 
insurance company representatives in September. 
The desire of all pension insurance companies not 
to encourage a campaign for transfer of insured 
persons and to implement instead easy to apply and 
clear procedures with a view to avoid the omissions 
and violations made in the collection of applications 
for universal and occupational pension funds is a 
proof of the good pension culture in Bulgaria and of a 
successfully developing pension model. 
The FSC-proposed procedure of filing an 
application for change of the pension fund by the 
insured person to the pension company generated 
conflict of interests and confrontation of pension 
companies. According to the Bulgarian Association 
of Supplementary Pension Insurance Companies 
(BASPIC) and other experts, besides the procedure 
of filing an application for change of the pension fund 
by the insured person, the disputable points in the 
draft ordinance proposed by FSC also include the 
procedure of deducting the charge for transfer of the 
assets accumulated in the insurance accounts, the 
time limits for fulfilment of different procedures, and 
the requirement to state the number of the insurance 
contract. BASPIC prepared an opinion on FSC’s draft 
ordinance, and the objective of the recommendations 
made therein is to cut down the transfer time limit, 
to create conditions for quick and efficient control 
and for equality of both the insured persons and the 
pension insurance companies. The new ordinance, 
which is expected to take effect by the end of 2004, 
will provide the insured persons with the opportunity 
to get actively involved in the management of their 
insurance assets accumulated in individual accounts. 
That will enhance the competition of pension 
insurance companies, thereby increasing the yield on 
the invested insurance assets. 
On 30 July 2003 the Financial Supervision 
Commission resolved to issue a supplementary 
pension insurance license to DZI - Pension 
Insurance. Following the entry in the commercial 
register the company intends to set up and manage 
a universal fund, an occupational fund and a 
supplementary voluntary pension insurance fund. The 
entry of a new actor on the pension market indicates 
that the competition of pension companies will get 
enhanced in the future, which in turn will contribute 
to higher diversification and improved quality of the 
pension services offered and will guarantee higher 
yield of the invested insurance assets.
The signing of social security agreements is a way 
to improve labor force mobility, to guarantee better 
protection of migrants, of the host and the dispatch 
country, as well as to guarantee higher efficiency 
of the fight against illegal migration. At the end 
of September the Parliament ratified the Social 
Security Agreement between the Republic of 
Bulgaria and the Republic of Croatia, signed on 14 
July 2003 in Sofia. The agreement covers all social 
security risks and regulates temporary disability 
benefits, maternity benefits, compensations for 
accidents at work, retirement and old age pensions, 
general illness disability pensions, injury and 
occupational disease pensions, survivor’s pensions, 
as well as unemployment benefits. 
Supplementary Pension Insurance
The tables and the figures below contain data about 
the rate of increase of the number of insured persons 
in UPF, OPF and VPF in the third quarter of 2003, the 
rate of increase of the available net assets amount 
in the three types of pension funds for the quarter; 
the distribution of pension assets by funds as of 30 
June 2003 and as of 30 September 2003, as well 
as information about pension funds’ investments in 
different financial instruments as of the end of the 
third quarter of 2003. 
It should be noted that in the third quarter of 
2003 the number of insured persons in UPFs and 
the amount of the available net assets in UPFs 
registered the highest growth (+11.00 per cent 
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and +25.56 per cent accordingly) compared to the 
other supplementary pension insurance funds.
The established permanent upward trend of the 
relative share of assets in UPFs in the aggregate 
pension assets (registering an increase from 18 per 
cent at the end of the second quarter to 21 per cent 
at the end of the third quarter) at the expense of the 
relative share of assets in VPFs (dropping down from 
53 per cent at the end of the second quarter to 50 per 
cent at the end of the third quarter) was preserved 
in the third quarter of 2003 as well, which is mainly 
a result of the higher number of insured persons 
in UPFs in the third quarter of 2003 (registering an 
increase of 11.00 per cent compared to the second 
quarter). With the increase of the social security 
contribution to UPF from 2 to 3 per cent in 2004, 
UPFs are expected to accumulate a higher amount 
of assets, which should be reasonably invested in 
different financial instruments. 
As of 30 September 2003, the tendency to have 
pension fund assets invested predominantly in 
government-issued or government-guaranteed 
securities, in national bank deposits, as well as 
in securities accepted for trading at the regulated 
securities markets, is preserved. The share of 
investments in foreign securities remains low, which 
is a result of both the high as yet legal limitations 
on UPFs’ and OPFs’ investments abroad and the 
lack of investment experience in the pension funds. 
Investments in foreign securities are expected to 
increase in the future, which will result in a better 
risk/return ratio for the insured persons.
Table 10.  Insured Persons in Pension Funds
 As of 
31.03.2003
As of 
30.06.2003
Variation 
%
As of 
30.06.2003
As of 
30.09.2003
Variation 
%
Total insured 
persons in 
supplementary 
pension 
insurance funds 
1 894 678 2 019 
369
+6.58 2 019 
369
2 177 
470
+7.83
Total insured 
persons in UPF
1 250 325 1 367 
939
+9.41 1 367 
939
1 518 
408
+11,00
Total insured 
persons in OPF
157 541 158 312 +0.49 158 312 161 901 +2.27
Total insured 
persons in VPF
486 812 493 118 +1.3 493 118 497 161 +0.82
Source: Social Security Supervision Department, FSC 
Table 11.  Available Net Assets of Pension Funds
 As of 
31.03.2003
As of  
30.06.2003
Variation, 
in %
As of 
30.06.2003
As of 
30.09.2003
Variation, 
in %
Total available 
net assets in 
supplementary 
pension insurance 
funds, thousand 
BGN.
360 416 408 753 +13.41 408 753 453 525 +10.95
Available net assets 
in UPFs, thousand 
BGN.
54 370 74 589 +37.19 74 589 93 652 +25.56
Available net assets 
in OPFs, thousand 
BGN.
103 684 119 389 +15.15 119 389 131 449 +10.10
Available net assets 
in VPFs, thousand 
BGN.
202 362 214 775 +6.13 214 775 228 424 +6.36
Source: Social Security Supervision Department, FSC 
Figure 16.   Relative share of pension assets by funds
As of 30 June 2003       
As of 30 September 2003
Source: Social Security Supervision Department, FSC
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Table 12. Pension Funds’ Investments in Different 
Financial Instruments as of 30 September 2003
Investments in: UPF OPF VPF
Government issued or government 
guaranteed securities, % of total investments 
77.78 70.99 55.29
Securities accepted for trading at regulated 
securities markets, % of total investments 
8.08 10.71 9.33
Municipal bonds, % of total investments 0.42 0.60 0.59
Bank deposits, % of total investments 13.45 16.89 20.79
Mortgage bonds. % of total investments 0.00 0.00 9.44
Real estate, % of total investments 0.26 0.77 3.51
Investments abroad, % of total investments 0.01 0.02 0.03
Other investments, % of total investments - - 1.01
TOTAL, % 100 100 100
Source: Social Security Supervision Department, FSC 
Health Policy
2004 National Framework Agreement
The negotiations between NHIF, BDU and UBD 
on the new 2004 NFA started in the third quarter 
of 2003. As the National Framework Agreement is 
an instrument for implementation of the national 
health policy, the Ministry of Health developed and 
presented in September its recommendations about 
the basic principles, which should be laid down in 
the 2004 NFA, with a view to provide better health 
services to the people in the next year. The basic 
principles, which MoH expects to have realized in the 
2004 NFA, include:
• Improved hospital care quality criteria through 
higher requirements to the hospitals which may 
sign contracts with NHIF.
• Eliminated hospital zoning, with a view to 
provide patients with full freedom of choice of a 
medical institution and a doctor in 2004.
• Introduced clinical paths for a group of 
illnesses, to enable both the hospitals and wards 
or clinics, specialized in a particular activity to get 
self-financed.
• Introduced mandatory electronic data 
exchange in the hospital care, with a view to 
make the whole NHIF database operational and 
to optimize costs.
At the start of the negotiations with BDU on the 
2004 NFA NHIF’s management proposed a 
totally new financing mechanism for the medical 
institutions. NHIF’s management suggests that 
market financing principles be introduced for hospital 
institutions, placing on an equal footing the financing 
of state-owned, municipal and university hospitals. 
The following financing scheme is proposed: NHIF 
provides all-year financial support of the currently 
existing 81 clinical paths and the other funds are 
allocated to MoH’s and NHIF’s budgets (for new 
clinical paths). In practice, hospitals, which offer 
medical services of poor quality and have a small 
number of patients, will have to declare bankruptcy 
and there will be no need for the State to reduce 
the number of hospital institutions as international 
financial institutions have insisted for a long time. 
The hospital financing mechanism proposed by NHIF 
for the next year generated serious disagreement of 
opinion between the doctors and NHIF as early as 
the start of the negotiations on the 2004 NFA, which 
means that the negotiations on the new framework 
agreement will not be easy and the 2004 NFA may 
well become operational with a great delay. NHIF’s 
proposal to take measures to limit the number of 
patients registered with a general practitioner with a 
view to improve the quality of medical services was 
another cause for disagreement between BDU and 
NHIF. 
BDU has pronounced itself against the new financing 
mechanism for medical institutions proposed by 
NHIF, whereas MoH firmly supports NHIF’s initiative 
to continue the hospital care reform. On 6 August 
2003 the Minister of Health and the President of the 
Management Board of NHIF signed a protocol on 
the division of responsibilities between MoH and 
NHIF for stage by stage changing of the financing 
system of Bulgaria’s hospital care. The protocol 
has been developed in fulfilment of the trilateral 
Agreement on the Division of Responsibilities for 
Long-term Financing of Bulgarian Hospital Care 
signed between the Ministry of Health, the Ministry of 
Finance and NHIF in 2002. The document is a kind of 
a “road map” for the hospital care reform, which 
offers a mid-term strategy for implementation of 
the reform in the period 2003-2010. This document 
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is of great value because it sets forth for the first 
time the technology, the mode and the time limits 
for hospital care restructuring, as well as the specific 
division of responsibilities between MoH and NHIF in 
this process. 
The plan is NHIF to pay in full the hospital care along 
clinical paths in 2005, and since 1 January 2006 
– on the basis of the diagnostically related groups, 
while in the transitional period the share of financing 
from NHIF will gradually increase and the share of 
the subsidy from MoH will decrease. MoH’s active 
involvement in the preparation of the 20054 NFA, 
as well as the manifested initiative to continue the 
hospital care reform generate optimistic expectations 
about overcoming the healthcare crisis, though not in 
the immediate future.
According to BDU, the basic priorities to be set forth 
in the 2004 NFA include: higher number of clinical 
paths, higher value of existing clinical paths and 
development of good medical practices. The question 
of who should be responsible for the medical activity 
standards and quality generated intensive discussions 
between BDU, UDB and the parliamentary Health 
Commission. They were excited by the draft act on 
the set up of a National Chamber of Doctors and 
Dentists which should define healthcare rules 
and arbitration thereof and should not deal with 
financial issues, proposed by the ruling majority. 
The point of conflict is the fact that BDU and UDB 
believe that they can carry out the activity set forth 
in the priorities of the future chamber, which means, 
however, that they will set the standards, organize 
the arbitration thereof and at the same time they will 
have to negotiate with NHIF the financing of these 
activities. 
Obligations of Hospitals
The problem of the debts of Ministry of Health-
financed hospitals (amounting to BGN 98 m as of 
31 August 2003) excited the new Minister of Health 
to initiate on 12 August 2003 a meeting with the 
directors of the 20 hospitals with the highest 
amount of financial liabilities. Directors stated as 
major reasons for the accumulated debts of hospitals 
the abrupt increase of the number of transferred 
patients, the irregular supply of medicines and 
consumables, the poor outpatient care - hospital care 
relationship and the inadequate financing of hospitals 
from NHIF for the clinical paths. But the truth is that 
hospitals’ debt management is highly dependable on 
the managerial skills of their directors. 
The work meeting, which was organized under the 
motto “Money in Return for Reform”, revealed that 
additional financing from the state budget to cover 
debts can only be requested after the hospitals 
provide clear and objective proof that they are 
carrying out restructuring and are working with priority 
for the patents, with a tendency to get debts under 
control, stop their accrual and decrease them. The 
basic conclusion of the meeting is that the hospitals, 
which are performing best, can receive additional 
funds, and not hospitals with the highest amount of 
liabilities. The introduction of the financing in return 
for efficient management principle in the hospital care 
is expected to provide good incentive for more active 
and quality management of MoH-financed hospitals 
and to lay the foundation of the future financing of 
these hospitals from NHIF for clinical paths on the 
basis of actually performed activities. 
By 15 September 2003 - the date by which the 
hospitals with the highest amount of liabilities had 
to present to MoH their debt reduction programs, 
only 12 out of the 20 such hospitals presented their 
plans, which proved the irresponsibility of many of 
the directors of MoH-financed hospitals, and that is 
probably one of the reasons for MoH’s decision from 
the end of September to decrease for one month by 
10 to 50 per cent the remuneration of the Board of 
Directors members and the executive directors of 
hospitals with unsettled liabilities, depending on the 
amount of their debts. The presented rehabilitation 
plans of the hospitals contain measures for priority 
settlement of overdue liabilities from previous years, 
limitation of the administrative and business costs 
and of infrastructure costs, rationalization of the 
medicines policy by introduction of a positive list 
of medicines and higher control of the prescription 
and consumption of medicines. MoH is to analyze 
the measures and parameters envisaged in the 
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rehabilitation plans with a view to make these plans 
operational in the last quarter of 2003. 
During the parliamentary control in mid-September, 
the Minister of Health presented the measures 
envisaged by the Ministry of Health to overcome 
the problems with the debts of hospital care 
medical institutions, and namely:
• Wider scope and higher prices of clinical paths, 
to be agreed in the 2004 NFA.
• Additional subsidy under MoH’s budget from 
overfulfilment of the state budget revenues, for 
single debt settlement.
• Improved financial management of hospitals.
A major problem of MoH-financed hospitals is 
the fact, that they get direct budget financing and not 
financing on the basis of actually carried out activity, 
which impedes the efficient use of received funds. So 
far the absence of political will to continue the health 
reform in the hospital sector has resulted in inefficiently 
operating hospital structures which do not invest 
in new modern medical equipment and improved 
medical staff qualification, which results in the long 
run in low quality of health services provided and 
poor financial management of hospitals. According 
to MoH a basic reason for the accumulated liabilities 
of hospitals is the underfinancing of the system and 
that is why the problems of the debts of medical 
institutions cannot be settled completely and without 
support from the state budget. On 26 August 2003 
MoH transferred to the medical institutions a subsidy 
to the amount of BGN 10 m and recommended to the 
hospitals to use the received additional funds to settle 
with priority the most overdue liabilities from previous 
years, however this sum is absolutely insufficient to 
cover all the debts of MoH-financed hospitals.
Accreditation of Medical Institutions
The implemented procedure of accreditation 
of medical institutions is the first step towards 
improved hospital care quality. MoH’s proposal 
to increase in the 2004 NFA the requirements to 
the hospitals which may sign contracts with NHIF 
is reasonable and result-oriented. The ministry’s 
proposal is that hospitals which have received 
“poor”or “conditional” rating upon accreditation (i.e. 
zero or one star) shall not be able to sign contracts 
with NHIF for provision and performance of clinical 
paths. According to the 2003 NFA only hospitals with 
poor rating could not sign agreements with NHIF. 
According to MoH data, as of 1 August 2003, 13 
medical institutions have received “poor” rating and 7 
have received “conditional” rating.
Some imperfections of Ordinance No. 1/9 May 
2000 on the criteria, indicators and methods of 
accreditation of hospital care medical institutions and 
diagnostic and consultation centers were revealed 
in the process of accreditation of these institutions. 
The new Ordinance No. 13/30 July 2003 on the 
criteria, indicators and methods of accreditation 
of medical institutions actually expands the range 
of medical institutions subject to accreditation, which 
means that a legislative basis for improved hospital 
care quality in all medical institutions is created and 
an equality of these medical institutions is established 
by general and valid for everybody accreditation 
criteria, indicators and methods, which provide equal 
chance in the search for financial sources. The new 
points in the ordinance include: the accreditation as 
a process targeting health service quality assurance 
and assessment of the basic capacities to train 
students and post-graduate students will be realized 
by way of self-assessment, external assessment, 
award of assessment and intermediate audit, which 
will be carried out in three modules depending on the 
subject of assessment. The modules are:
• For assessment of the overall medical activity of 
the medical institution applying for accreditation
• For assessment of individual and other medical 
activities.
• For assessment of the basic capacities for training 
of students and/or post-graduate students.
The idea of the new ordinance is to provide every 
medical institution with a more accurate and precise 
assessment of the quality of each performed medical 
activity, with a view to locate the problems and to find 
solutions. Binding the capacities of each medical 
institution to provide training of students and post-
graduate students to the overall final assessment 
of the medical institution’s operational efficiency 
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is a good sign of improved cooperation between 
the higher medical universities and the medical 
institutions for training of quality medical specialists, 
which is an important condition for improved medical 
care quality. 
Privatization of Medical Institutions
The absence of coordination resulted in an absurd 
situation where ruling majority representatives (MPs 
from NMSS, MPs from MRF, and CoM) proposed 
three contradictory draft laws amending the 
Medical Institutions Act, which failed to get passed 
on first reading in Parliament in the third quarter of 
2003. The question of the privatization of medical 
institutions, which is an integral part of the medical 
institutions’ restructuring and an important element of 
the health reform implemented in recent years, has 
not been settled yet. 
The only positive point is that at the end of 
September the new Minister of Health presented 
during a parliamentary control the policy which 
MoH plans to implement with respect to the 
privatization of medical institutions. Passing of an 
act to eliminate the moratorium on the privatization 
of medical institutions, which was established with 
the Privatization and Post-Privatization Control Act, 
is expected to become a priority of Government’s 
health policy. The plan is to create and regulate the 
mechanism for privatization of medical institutions 
and to approve regulations allowing investments in 
medical institutions. The enhanced social function 
of the state implemented through the state-owned 
medical institutions should be taken into account and 
therefore MoH supports the opinion that the legislative 
framework of the privatization of medical institutions 
should guarantee to the people affordable medical 
care and should by no means create prerequisites to 
injure patients’ rights. 
To enable the smooth transition of the health system, 
MoH envisages to include a certain number of 
hospitals in the list of commercial companies with 
more than 50 per cent state interest, which should 
not be subject to privatization. With respect to the 
outpatient care medical institutions MoH supports 
the principle that their privatization should be carried 
out in accordance with the Privatization and Post-
Privatization Control Act upon observation of the 
following restrictive conditions: preserving the scope 
of business for a period of not less than five years 
after the signing of the privatization contract and a 
prohibition to change the purpose of the buildings and 
rooms for a period of not less than 5 years after the 
signing of the privatization contract. Preferences for 
the privatization of the outpatient and hospital care 
medical institutions are not envisaged. 
Pilot Hospital Network Restructuring Project 
A project for restructuring of the hospital care 
network in the region was launched in Stara 
Zagora on 16 September 2003. It is implemented 
with the technical assistance of the United States 
Agency for International Development. The objective 
of this project is to assess the actual situation of 
the hospital care in the region of Stara Zagora by 
clear presentation and analysis of the basic factors 
having effect on it. Besides Stara Zagora, three other 
representative for Bulgaria regions were selected 
with the consent of the central government and the 
local authorities – Gabrovo, Lovech, and Razgrad. 
The plan is to select depending on the results and 
the assessment conclusions in the four regions two of 
them to carry out the actual hospital care restructuring 
with financing from the World Bank. The idea of the 
pilot hospital care restructuring project is to create 
a hospital care reform development model to be 
subsequently implemented nationwide and the plan 
is to complete the actual hospital care restructuring 
by mid-2005. 
Medicines Policy
Despite the implemented measures to limit the costs 
for medicines payable in full or in part by NHIF, the 
medicines budget was exhausted in the third quarter 
which forced NHIF’s Management Board to request 
updating of the health institution’s budget in the 
middle of the year which happens for the first time 
in NHIF’s history. The amendments to the Act on the 
2003 budget of NHIF and to the Health Insurance 
Act, which were unanimously adopted by the meeting 
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of NHIF’s representatives, envisage increase of 
budgetary expenditures by BGN 48.4 m. for free or 
partially payable medicines. NHIF’s proposal is to be 
voted in CoM and in Parliament. The proposal is to 
actually draw from the big NHIF’s reserve of BGN 800 
m, which is kept in BNB and is part of Bulgaria’s fiscal 
reserve, only BGN 6 m, because NHIF’s management 
plans to use the budgetary surplus for 2003 as well as 
the bank guarantee refunded to NHIF by Aremissoft 
for failure to fulfil the information system building 
contract. 
The health ministry expects to introduce through the 
new positive list of medicines order and stability on 
the pharmaceutical market and stricter criteria for 
selection of medicinal products for reimbursement, as 
well as to protect the public interest in spending the 
limited financial resources. The idea of the ministry is 
that the state should decrease the share of its direct 
business interest in the pharmaceutical market with 
parallel increase of its regulatory functions. There is 
a need to enhance the control on the distribution of 
medicines and on spending the funds for medicines, 
as well as to develop an Action Plan 2004–2009 for 
implementation of the adopted national medicines 
policy as a result of the biannual cooperation 
agreement between MoH and the European Regional 
Bureau of the World Health Organization (WHO). The 
intention of MoH’s management to introduce new 
standards and procedures for the signing of contracts 
with dispensaries with a view to improve the supply of 
medicines and to guarantee more rational utilization 
of funds is positive. 
NHIF’s Information System
Most healthcare problems are a result of the absence 
of an operational information system of NHIF. A third 
audit of NHIF’s information system is expected, 
this time in accordance with the World Bank’s 
requirements, because there are discrepancies 
between the assessments of the Bulgarian company 
Information Services (which carried out the first audit) 
and the Swiss consulting company IDC SHEER 
(which carried out the second audit). Completion 
of the third audit of NHIF’s information system is 
expected at the end December 2003 or in early 
January 2004, with a view to proceed further with 
the construction of NHIF’s information system in the 
beginning of 2004.
Voluntary Health Insurance
In early July the newly set up Association of Licensed 
Voluntary Health Insurance Companies warned that 
the illegal practice of hospitals singing subscription 
service contracts with companies and individuals in 
violation of the Health Insurance Act, which creates 
conditions for unfair competition, continues. The 
Financial Supervision Commission also confirmed 
that the subscription medical service contracts without 
definition of the type, volume, and prices of services 
are a hidden form of voluntary health insurance 
and that such contracts are signed in violation of 
HIA, which excites adequate intervention by MoH. 
Voluntary health insurance companies have required 
for a long time from MoH clear regulation of their 
activity, but they first received promises for assistance 
and support at a meeting with the Deputy Minister of 
Health in June 2003. Another important question of 
discussion was the specification of the basic package 
of health services guaranteed from NHIF’s budget. 
According to the Association, the currently effective 
basic package is rather broad in scope and covers 
actually all medical activities, thereby leaving no field 
of activity for the voluntary health insurance. There is 
a need to make precise analysis of the capacities of 
the mandatory health insurance with a given financial 
resource in order to specify the services, which 
voluntary health insurance companies can offer, 
with a view to achieve better synchronization of the 
mandatory and the voluntary health insurance and to 
guarantee higher medical service quality.
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Legislative Process
In the third quarter of 2003 the passed new Waste 
Management Act was of particular importance for 
the environmental policy development.
World environment protection practice recognizes 
Waste sector activities as one of the most complex 
and most expensive, requiring responsible 
government approach and coordinated actions of 
all subjects involved at every process management 
phase. This is a field where civil society’s efforts and 
the public-private partnership capacity are of vital 
importance for the success of the diverse practices 
applied in different countries all over the world. 
The unification of Bulgaria’s practice with that of 
EU Member States is a complex effort and results 
are achievable through the improvement of several 
components – legislative regulation, administrative 
capacity, investment priorities and coordinated 
actions of people, operators, the central and local 
government.
The need to pass an entirely new act (the Restriction 
of Harmful Waste Impact on the Environment Act was 
passed in 1997 and was amended several times after 
that) comes from omissions in the existing provisions 
and actions for the optimization of the government 
policy by clearly defining the responsibilities and by 
more efficient control on the implementation of existing 
provisions. The objective of the new act is to secure 
waste neutralization costs by transferring the financial 
burden on the polluter (a priority implementation of the 
“polluter pays”principle), introducing organized waste 
collection nationwide, creating regulatory conditions 
for higher quantities of utilized waste and for use of 
the best available techniques for waste neutralization 
by operators.
With the passed Waste Management Act the 
environmental legislation in the sector is fully 
harmonized with EU’s Framework Directive on 
waste (Directive 75/442/ЕU) and with a number of 
supplementary acts regulating the Member States’ 
practice in the field of waste types management and 
utilization (Table 13). 
Table 13.  Other EU Regulations Transposed 
in the Waste Sector
Directive Comments
Directive 2000/76/EU concerning waste 
burning
Envisages monitoring  of emissions 
and concerns mainly LUKoil Neftochim 
Burgas AD and Orgachim AD.
Directive 99/31/EU concerning waste 
deposit
Applied with respect to all newly 
constructed waste depots. The 
requirement will affect enterprises 
depositing hazardous waste. Operators 
are obliged to develop and implement 
depot operation plans. The directive 
implementation program envisages 
construction of 54 regional depots, 
covering thereby the whole population 
of the country. Twelve depots are 
available so far + 6 depots from 
ISPA. The construction of 10 depots 
will start in 2004 with financing from 
the state budget. The other must be 
put into operation by 2009. Directive 
implementation problems come from 
the fact that the minimum deposit price 
will result in higher annual household 
waste charge. Another problem 
results from the absence of plants for 
utilization of biodegradable waste with 
a view to reduce the quantities coming 
in the depots. The requirement for 
depot operators to provide a financial 
guarantee will create problems for 
the municipalities and the companies. 
The guarantee should cover all depot 
closing, reclamation and monitoring 
costs.
Directive 86/278/ЕЕС concerning 
environment protection requirements, 
soil in particular, in the event of 
using water treatment depositions in 
agriculture
-
Directive 91/157/EU concerning 
batteries and accumulators containing 
some hazardous substances
-
Directive 758439/ЕЕС concerning the 
neutralization of used oils
-
Directive 96/59/ЕU concerning the 
neutralization of polychlorinated 
biphenyl, polychlorinated terphenyl
-
Directive 2000/53/EU concerning 
obsolete vehicles
-
Directives 78/176/EEC, 82/883/EEC 
concerning titanium dioxide production 
waste
-
EEC Regulation /259/93 concerning the 
monitoring and control of the transport 
of waste within, for and from EU
-
The harmonization of the legislation is carried out 
along several lines:
• the definitions of “waste”, “hazardous waste”, 
“agent”, “neutralization”, “utilization”, “collection”, 
“management” and “temporary storage” have 
been introduced or amended;
• hydro-power plant waste is included in the scope 
of the act and mineral resource exploration, 
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extraction, processing and storage waste, as well 
as some types of agricultural waste are excluded 
from the scope of the act;
• the waste management hierarchy has been 
defined and mayors have been assigned 
the responsibility to provide organized waste 
collection and an opportunity for delivery to the 
licensed utilization and neutralization equipment.
 
The act establishes licensing treatment of waste 
utilization, neutralization, temporary storage, 
collection and transportation. Licenses are issued 
by the Regional Inspectorates of Environment and 
Water (RIEW) for activities concerning hazardous 
and domestic waste, carried out on the territory 
of a regional inspectorate, and by the Minister of 
Environment and Water for activities carried out on 
the territory of more than one regional inspectorate.
A ban on the import of waste in the country for the 
purpose of storage, burning for utilization of the 
energy, deposit or other form of neutralization is 
introduced. The trade in ferrous and non-ferrous 
metal scrap is regulated through the introduction 
of licensing treatment. The competent authority 
to issue a license is the Minister of Economy or a 
deputy-minister authorized by him and applications 
are considered by an interministerial commission 
comprising equal number of Ministry of Economy, 
Ministry of Environment and Water and Ministry of 
Foreign Affairs representatives for a period of five 
years.
Waste management on local level is regulated 
through obligations for mayors to provide conditions 
to have domestic waste owners served by persons 
with whom written contracts for the provision of 
services under the Public Procurement Act have 
been signed. 
According to Eurostat data for 2001, with respect 
to the waste quantity per capita in EU Member 
States and candidate countries Bulgaria is ahead of 
countries like Latvia, Poland, Lithuania, the Czech 
Republic and is close to Malta and Cyprus. With a 
view to solve the problem in the country there is a 
need to close the huge number of unregulated dung-
hills8 and to optimize the organization of the utilization, 
treatment and deposit of biodegradable waste on 
municipal level9. Municipal waste management 
programs are one of the mechanisms chosen by the 
central government to implement legal requirements. 
They are expected to achieve effect with respect 
to recycling promotion, construction of new waste 
treatment capacities and promotion of the market of 
goods produced from recycled waste.
The act provides an opportunity to perform the 
obligations of waste collection, transportation and 
treatment on an individual basis or through collective 
systems represented by utilization organizations. Art. 
26 of the Additional Provisions defines the “utilization 
organization” as “a legal person registered under the 
Commercial Code, which does not distribute any 
profit and which manages the activities of separate 
collection, recycling and utilization of mass waste”.
Special attention is devoted to the construction waste 
category. The act envisages binding of building 
licenses to the proper management of construction 
waste on the spot in the sites and introduces price 
mechanisms for their deposit. The new regulation 
obligates construction and trade organizations to 
include in their projects requirements for adequate 
construction waste management and to develop 
activity management programs where the waste 
exceeds 1000 kg per 24 hours.
The Waste Management Act also transposes 
Directive 94/62/ЕU concerning packages and 
package waste. The norm directs that producers and 
importers of packed goods should be responsible for 
the separate collection of the waste generated by the 
use of these goods and for the achievement of the 
objectives of their recycling and utilization. Producers 
of packages and package waste are obliged to offer 
on the market recyclable products and to ensure 
introduction of environmentally-sound waste quantity 
reduction technologies, package waste included, as 
well as to use with priority recycling materials.
8 According to RIEW data, Bulgaria curently has 5 135 unregulated domestic waste dung-
hills.
9 Until now only 23 per cent of the people are served by municipal companies.
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The Act covers all types of packages on the market 
and package waste. Economic operators become 
responsible for package waste collection and sorting, 
with transitional periods envisaged to overcome 
implementation problems as follows: for the recycling 
of plastic packages - till 2009, and for package waste 
utilization - till 2011. A commitment for step-by-step 
increase of the share of package waste to be utilized 
by 2007 has been fixed for Bulgaria.
The provision of Art. 36 to be implemented since 
1 January 2004 is of special interest to economic 
operators and consumers. It envisages that the 
persons who place on the market products the use of 
which results in mass waste, shall pay product charge 
of an amount and according to a procedure defined 
by CoM. An exception is envisaged for cases where 
the persons prove to the Minister of Environment and 
Water that they fulfill their obligations for separate 
waste collection and utilization in accordance with 
another CoM ordinance (Ordinance on the restriction 
of package waste; the plan is to pass it by the end 
of 2003). The proceeds from product charges shall 
be transferred to the budget of the Enterprise for 
management of environment protection activities 
at MEW and will be used to finance environmental 
projects.
In terms of the economic effect of the newly passed 
act, the activities assigned to municipalities in 
addition and the risk of placing the financial burden 
on the end-user as a result of the introduced product 
charges deserve special attention. MEW’s estimates 
reveal that the transfer to the end-user of the waste 
treatment costs by way of their calculation in the 
price of the purchased goods will result in negligible 
increase of goods prices by a few stotinki and will not 
have effect on the general purchasing power. The 
question of the efficient collection of product charges 
is duly raised. The business is interested in collecting 
charges from all market operators. Industrial 
operators are worried by the fact that they are obliged 
to incur costs, having no opportunity to control and 
manage the funds accumulated in accordance with 
this act, and consequently a major requirement 
towards the administration is to provide maximum 
transparency of the Enterprise for management 
of environment protection activities. According to 
business representatives the enhanced centralization 
of licensing arrangements in the Waste Management 
Act generates serious concern.
The integrated waste management approach 
introduced in the act with respect to the obligations 
and functions of local authorities requires in turn 
serious financial support from municipal waste 
management programs, securing of investments 
for modern equipment and for the construction of 
a modern network of waste neutralization plants 
and facilities, which is a serious challenge for 
municipal budgets, for the economic capacity of the 
bodies of local self-government, which can have an 
unpredictable effect on the amount of local taxes and 
charges in the years to come.
Financing of Environmental Activities
The management commission of the joint Ministry 
of Agriculture and Forestry - United Nations 
Development Program project Sustainable Rural 
Regions Development announced in September the 
financing of 11 environmental projects in the tourism, 
fishery, forestry and agriculture sectors for the 
regions of Pernik, Montana, Blagoevgrad, Kardzhali, 
and Haskovo. The program was started in early 2003 
and will continue till 2005 with a total budget of USD 
1 325 00 m, of which USD 800 000 are provided by 
MFA, USD 360 000 - by UNDP, and the co-financing 
from the 11 municipalities amounts to USD 165 000.
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The condition of banks in Bulgaria continues 
to be stable with excellent indicators of capital 
adequacy and liquidity and well functioning bank 
supervision. At the end of the third quarter there are 
35 banks in Bulgaria (following the licensing of the 
new West-East Bank AD), out of which 28 are banks 
licensed to perform transactions in the country and 
abroad, there is one bank with a license to conduct 
transactions only in the country and six branches of 
foreign banks.
Statistics of the banking system 
As of 1 January 2003 International Accounting 
Standards became effective for commercial banks 
which entailed a change in the format and structure 
of their balance sheets and income statements. 
As of April the Banking Supervision Department of 
the BNB modified the grouping of commercial 
banks (as before with the special condition that 
grouping does not contain any elements of rating 
and should not be interpreted as valuation of the 
financial condition of the banks). A bank’s position 
in the group depends on the amount of its assets. 
Group One always comprises 10 banks, Group Two 
- the remaining ones, and Group Three consists of 
the branches of foreign banks in Bulgaria. 
According to BNB data, at the end of September 
the banking system has assets at the amount of 
BGN 16 386 230 thousand while at the end of June 
these were BGN 15 359 751 thousand (an increase 
of BGN 1 026 479 thousand in the third quarter). At 
the end of September deposits amounted to BGN 
12 690 460 thousand while at the end of June these 
were BGN 11 810 265 thousand (an increase of BGN 
880 195 thousand in the third quarter). In September 
the operating profit of the banking system was BGN 
293 663 thousand while in June it was BGN 218 
487 thousand. According to the latest available data 
from BNB, the total capital adequacy of the banking 
system at the end of June 2003 was 23.87 per cent 
(excluding group three) while this indicator was 24.32 
per cent three months earlier (25.22 and 31.32 per 
cent at the end of 2002 and 2001, respectively). 
At the end of June 2003 the total primary liquidity 
of the banking system was 9.77 per cent, and the 
secondary liquidity was 25.98 per cent and the 
respective indicators three months earlier were 8.99 
and 27.12 per cent (for the end of 2002 - 11.2 and 
29.25 per cent respectively, and for the end of 2001 
– 13.47 and 25.47 per cent). Some of these indicators 
are shown in Figure 17.
 
Figure 17. Selected indicators of the banking system 
(%)
Source: according to BNB data, monthly information bulletins 
Thus, the banking system generally continued to 
increase its assets, deposits and operating profit 
in the third quarter. The current profit of the banking 
system at the end of the quarter exceeds that in 
September 2002. The ratio net interest income/other 
non-interest income is preserved at high levels despite 
the insignificant drop over the quarter (having been 
2.18, 2.30 and 2.25 at the end of 2000, 2001 and 2002, 
respectively, at the end of June it reaches 2.42, and for 
September it is 2.30) suggesting underdevelopment 
and inadequate diversification of banking. The ratio 
of capital adequacy at the end of June is lower than 
at the end of March or the end of June 2002 but it is 
still relatively very high and reflects the stability of the 
system. Liquidity ratios of the banking system as a 
total in June show a decline compared with June 2002 
but they are relatively high. All this can be interpreted 
as a sign of the stability of the banking system 
in Bulgaria but there is unutilized capacity for 
development and improvement of its efficiency.  
The above conclusion is also indirectly confirmed 
by the review of Bulgarian banks’ lending activity. 
Despite credit expansion in the last two years 
Bulgaria still lags behind most Central and East 
European countries, though the region as a whole is 
still far behind the indicators of the developed market 
economies (Table 14).
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Table 14.  Lending in Central and Eastern Europe 
(at the end of 2002)
Country Domestic lending to private sector * against GDP, %
Bulgaria 18.0
Estonia 29.8
Lithuania 14.2
Poland 15.2
Romania 8.4
Russia 17.3
Slovak Republic 25.2
Slovenia 41.0
Hungary 34.0
Croatia 45.0
Czech Republic 20.0
* Loans to private enterprises and consumer loans.
Source: EBRD, Transition Report 2003
Lending to the non-government sector shows 
an upward trend (under the Currency Board 
Arrangement these are the loans from commercial 
banks including loans to non-financial state-owned 
enterprises, private companies, households and 
non-banking financial institutions). From BGN 4 374 
627 thousand at the end of 2001, receivables on 
loans to the non-government sector reached BGN 6 
250 741 thousand at the end of December 2002. At 
the end of September 2003 receivables on loans to 
the non-government sector reached BGN 8 325 688 
thousand. 
Newly contracted loans from commercial banks for 
the nine months of 2002 totaled BGN 3,803 m while 
for the first nine months of 2003 newly contracted 
loans amounted to a total of BGN 4 868 m (a 
growth of 28 per cent). The condition of the loan 
portfolio is good – 93.87 per cent were classified 
as performing loans in all categories of loans in the 
banking system at the end of June 2002, while at the 
end of 2002 performing loans accounted for 94.47 
per cent. At the end of June 2003 the percentage 
share of performing loans is lower (91.7 per cent), but 
probably this is a seasonal deviation and the indicator 
is expected to improve during the year (the indicator 
is already better than it was in March 2003, Figure 
17). The general conclusion about the condition of 
the loan portfolio applies in particular to receivables 
on loans from private enterprises and households 
– the percentage of performing loans increased or 
remained high in the third quarter of 2003 (Figures 18 
and 19).
Figure 18. Condition of the loan portfolio: private 
enterprises (revised data after December 2002)
Source: BNB data, monetary report and own calculations
Figure 19. Condition of the loan portfolio: households 
(revised data after December 2002)
Source: BNB data, monetary report and own calculations
Interest rates on short-term and long-term loans 
in BGN in September are lower than those in June 
(Figure 17 again). The dynamics of loans reveals 
even more interesting short-term trends (according to 
currency, term and borrowers). Thus, for instance, the 
review of receivables on loans to the non-government 
sector illustrates an increase of lending exposure both 
to private enterprises and households but their relative 
share remains almost unchanged (Figure 20).
Figure 20. Receivables on loans to the non-government 
sector (BGN thousand)
Source: BNB data, monthly information bulletins
Figures 21, 22, and 23 present the dynamics of newly 
contracted loans for 2002 and 2003. The third quarter 
of 2003 shows increased lending activity compared 
to the same period of 2002. As regards terms and 
currency, the trend of a higher share of long-term 
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versus short-term loans in BGN and Euro is preserved, 
while with USD loans short-term loans prevail again. 
Compared with the same period of the previous year 
however, of note is the lower volume of contracted 
USD loans (against a serious growth in BGN and 
Euro loans). All this is a manifestation not so much of 
interest rates dynamics or interest rate levels but rather 
of increased investment activity in the country and 
taking account of the currency risk (under the Currency 
Board Arrangement the Euro is the reserve currency 
for Bulgaria). Expectations for a further devaluation of 
the US dollar seem to be overcome. This is probably 
the major reason for the preference of medium-term to 
long-term newly contracted loans in US dollars, as well 
as for the overall decline in newly contracted loans in 
US dollars in the third quarter of 2003 compared to the 
same period of 2002.
Figure 21.  Newly contracted loans from 
commercial banks in BGN, (BGN m) 
Source: BNB data, monthly information bulletins
Figure 22.  Newly contracted loans from 
commercial banks in EUR (BGN m) 
Source: BNB data, monthly information bulletins
Figure 23. Newly contracted loans from commercial 
banks in USD (BGN m) 
Source: BNB data, monthly information bulletins
Restructuring and other events in the sector
Through various channels like privatization, 
opening of representation offices, branches and 
newly established banks foreign participation 
in the banking system of Bulgaria is already 
predominant both with regard to control on equity 
and managed assets. At the end of 2002 private 
entities own 83.4 per cent of the total assets of the 
banking system. At the same time foreign banks and 
investors control 72 per cent of banking assets.10 
During the first months of 2003 the last large state-
owned bank was DSK Bank AD which together with 
Encouragement Bank accounted for the last 14.2 per 
cent of the state-owned share in banking assets (the 
municipal share is 2.4 per cent). The privatization 
of DSK Bank began in practice as early as mid-2002 
with the selection of privatization consultants and 
following the various stages of the procedure in May 
2003 the Bulgarian Consolidation Company (BCC) 
selected the Hungarian OTP as the preferred buyer 
of DSK Bank. Little after that the contract was signed 
under which the buyer had to deposit EUR 31.1 m 
to the account of BCC (or 10 per cent of the offered 
price for DSK Bank). The remaining amount was to be 
remitted after the transfer of shares in favor of OTP. 
A 90-day period followed during which the Hungarian 
institution had to obtain the required permits from 
supervisory authorities and from anti-monopoly 
regulators of both countries.
This time-limit expired on 26 September. In July the 
Bulgarian Commission for Protection of Competition 
and the Hungarian financial supervision body issued 
their permits. The permit from BNB came at the end 
of September after the Hungarian bank provided the 
requested additional information on the shareholders’ 
equity and the equity structure of the bank (from 
Hungarian side information was requested in relation 
to the media reports of suspected OTP participation 
in a financial scandal in Hungary).
The deal was finalized at the beginning of October 
with simultaneous order of the remaining portion of 
the remittance and transfer of the shares by BCC to 
10 Source: BNB Annual Report 2002.
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the buyer. OTP expressed their intentions to invest 
BGN 600 m over the next five years, to complete 
DSK Bank’s restructuring, to improve its information 
technology and upgrade its branch network.
With this deal bank privatization in Bulgaria is officially 
completed. After the sale of DSK Bank AD more than 
97 per cent of the total banking system assets 
are held by private persons and foreign banks 
and investors control over 85 per cent of bank 
assets11. Encouragement Bank AD and Municipal 
Bank AD are the last banks with state, respectively 
municipal, control on the capital.
The news of issuing a bank license to a new bank, 
West-East Bank AD, in August can be referred to the 
restructuring of the banking sector. Shareholders in 
the new bank are Aktiva Holdings B.V. (a subsidiary to 
the Slovenian Aktiva Group, dealing with investments 
in Central and Eastern Europe) with 72 per cent, LB 
Maxima (owned by the biggest Slovenian bank Nova 
Ljubljanska Banka) with 25 per cent and yet another 
Slovenian bank – Factor Banka with a minority 
interest of 2.9 per cent. With this license the number 
of Bulgarian banks reached 35.
The delayed election of a new governor and a 
deputy governor (Head of Issue Department) of 
BNB was one of the major events in the sector in the 
third quarter. Although the term of office of the current 
governor expired in June and the deputy governor 
(and head of the Issue Department) resigned as 
early as the beginning of the year the National 
Assembly did not elect a new governor and a deputy 
governor in the third quarter. Most of the discussions 
and assessments of the experts focused on the 
independence of the BNB, the political considerations 
of the choice, and the BNB role in the management 
of the fiscal reserves, which again emerged high 
on the agenda after the operation of the Ministry of 
Finance in June for depositing part of the reserves 
with commercial banks.
A new governor and a deputy governor were elected 
as late as October.
During the quarter the discussion about the possible 
threats arising from the intensified lending 
activity of the banks gained momentum. The 
quality of loan portfolios and the potential stability 
of the banking system were in the focus of the 
discussion but (mainly after the visit of the regular 
mission of the IMF to Bulgaria) the experts and the 
economic policy decision-makers began to discuss 
also the relationship between growing imports, the 
current account deficit and credit expansion. The 
IMF representatives insistently argued about the 
necessity of restricting banks’ lending.
Some of the above concerns probably led to the 
amendment to Regulation No. 9 of the BNB 
(Regulation No. 9 on the valuation and classification 
of risk exposures of banks and the formation of 
provisions for devaluation losses). The term by 
which a loan exposure starts to be deemed “doubtful” 
(already, 91 to 120-day past due payments) or “a 
loss” (already, over 120-day past-due payments) has 
been shortened by two months with the amendment.
Among the other major events in the third quarter, 
of note is the procedure for the privatization of 
the national card operator Borica AD. Initially (in 
August) the BNB selected an appraiser of Borica 
AD and subsequently the criteria for the selection 
of a buyer were to be adopted. The news about the 
possible sale attracted the attention of a number 
of financial institutions in the country as well as 
potential foreign investors. Toward the end of the 
third quarter there were no specific developments 
on the privatization. The main discussed options 
involved the sale of Bankservice AD or simultaneous 
acquisition of interest by all banks with a specific form 
of mediation by the Association of Commercial Banks. 
Both options are based on the necessity to maintain 
competitiveness and efficiency of service.
BANKING SYSTEM
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In the third quarter of 2003 stock exchange trading 
in compensatory instruments was active and the 
SOFIX index was increasing through most of the 
period, hitting new all-time high values. Market 
capitalization grew further in this quarter. Turnover in 
the third quarter exceeded that in the second quarter 
(even if not taking into account the sale via the stock 
exchange of the state-owned minority blocks - mainly 
those of Bulgartabac Holding AD in the second 
quarter and the DZI (State Insurance Institute) AD 
in the third quarter. Total trading volumes remained 
below the levels in the second quarter (again even 
without the privatization market), but liquidity on 
certain positions was good.
Yet, the role of the capital market in the financial 
sector of Bulgaria is still small – as of the end of 
September 2003 total market capitalization of the 
Bulgarian Stock Exchange – Sofia AD comprised 
6.88 per cent of the GDP estimate (source MoF) 
for 2003. The Bulgarian capital market is still an 
unpopular channel of financial intermediation and this 
conclusion remains valid even in comparison with 
Central and Eastern European countries (Table 15). 
The state of the capital market is consistent with the 
prospects to the Bulgarian economy as a whole, and 
with the fact that financing mechanisms via such an 
alternative non-banking environment remain unknown 
or non-preferred even if available relevant projects 
are available. Liquidity is higher but generally 
remains low, market incentives are insufficient to 
establish good practices of corporate governance 
even in public companies. Investment alternatives 
remain limited and financial intermediation is still 
provided mainly through the banking sector.
The capital market through the indicators of the 
Bulgarian Stock Exchange – Sofia AD (excl. the 
market of compensatory instruments)
As of 30 September 2003 market capitalization based 
on stock exchange data amounted to a total of BGN 
2 426 253 973 (out of these BGN 474 620 504 on 
the official markets) while at the end of the second 
quarter market capitalization amounted to a total of 
BGN 1 726 335 740 (out of these BGN 318 675 205 
on the official markets). Turnover in the third quarter 
of 2003 was BGN 69 994 891 with 11 082 722 traded 
securities. The turnover and volume of trade do not 
include the privatization market (e.g. the sale of the 
residual state interest of 20 per cent in DZI AD), nor 
the compensatory instruments and rights traded 
on the exchange, but include block deals without 
compensatory instruments. This reflects higher 
turnover but less traded securities compared to the 
previous quarter. At the end of September the SOFIX 
index rose to reach another record high since the 
start of its calculation – 413.26 (279.63 at the end of 
June, 229.14 at the end of March and 183.08 at the 
end of December 2002).
Table 15. Market capitalization in Central and Eastern 
Europe (at the end of 2002) 
Country Market capitalization, % of GDP
Bulgaria 4.3
Estonia 33.6
Lithuania 9.5
Poland 14.3
Romania 10.2
Russia 36.5
Slovak Republic 7.0
Slovenia 19.1
Hungary 17.4
Croatia 16.1
Czech Republic 21.0
  Source: EBRD, Transition Report 2003
Thus, the third quarter of the year was marked by 
a positive development of the major indicators 
characterizing the condition of the Bulgarian 
capital market (understood and measured 
traditionally through the indicators of the Bulgarian 
Stock Exchange – Sofia AD). Excluding compensatory 
instruments but including block deals, the exchange 
turnover increased in this quarter but the volume 
of trade declined from the previous quarter (lower 
volume, even if the results from privatization are 
added). Market capitalization and the SOFIX index 
exceeded considerably their end-of-June values 
(total capitalization - by over 40 per cent, and the 
index – by nearly 50 per cent). 
 
Low liquidity remains a major problem, 
irrespective of the positive trends in recent 
quarters. The number of issues registered for trading 
continues to be high but liquid positions are few (these 
are most of the securities included in the SOFIX index 
plus some of the former privatization funds).
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Overall, a positive development is in place if compared 
to the corresponding period of 2002. With regard to 
volumes, trade on the Bulgarian Stock Exchange 
– Sofia AD in the third quarter of 2003 moved in line 
with those in the same period of last year (Figure 24). 
At the same time, the three-month turnover marked 
a significant growth on an annual basis even without 
taking into account the privatization market and 
the market for compensatory instruments. Market 
capitalization grew by 137 per cent on an annual 
basis (Figure 25).
 
Figure 24. Trading on the Bulgarian Stock Exchange 
– Sofia AD (third quarters of 2002 and 2003, excluding 
the sales of Bulgartabac Holding AD and DZI AD)
Source: According to data from the Bulgarian Stock Exchange – Sofia AD, 
monthly bulletins
During this quarter the audited financial statements 
of public companies for the first half of 2003 were 
to be published. The impression from the previous 
year that the market needs and starts to use financial 
information and news from the traded companies 
is confirmed. The price dynamics of shares, 
especially on liquid positions, reflects to a greater 
extent corporate events, which is a sign of better 
investment culture of market participants and 
improved market efficiency as a whole.
Like in previous reporting periods many of the 
companies did not submit their statements in time. 
In mid-July the Financial Supervision Commission 
launched a procedure for enforcement of forcible 
administrative measures against 12 companies 
which had not submitted their annual financial 
statements for 2002. Other 183 issuers had to rectify 
the irregularities in their data. This in turn confirmed 
the issue that corporate governance practices in 
Bulgaria need improvement.
Figure 25. Total capitalization of the markets on the 
Bulgarian Stock Exchange – Sofia AD 
at the end of period (BGN)
Source: According to data from the Bulgarian Stock Exchange – Sofia AD, monthly 
bulletins
In the third quarter of the year there was no 
particular revival of the bond market on the 
Bulgarian Stock Exchange – Sofia AD.  A total of 79 
deals of corporate bonds were concluded in the third 
quarter on the official market of the Bulgarian Stock 
Exchange – Sofia AD (against 62 deals in the second 
quarter) with a total turnover of BGN 4.5 m (against 
BGN little over 6 m in the second quarter). Corporate 
bonds deals on the non-official markets of the stock 
exchange totalled 67 (against 35 in the second 
quarter) with a total turnover of BGN 7.5 m (against 
BGN 3.8 m in the first quarter).
In the third quarter the mortgage bonds of Bulgarian 
Post Bank AD (second mortgage bond issue of this 
bank) and Bulgaria Invest Commercial Bank (first 
issue of this bank) were registered for secondary 
trading on the stock exchange. Registered for 
secondary trading on the stock exchange were also 
the bonds of Unionbank EAD (first issue of the bank). 
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All the three issues had been privately placed and 
fully executed before that.
Private placement and subsequent registration on the 
exchange is the preferred strategy by issuers with the 
purpose of lowering the risk of placement failure while 
ensuring higher liquidity for investors. In confirmation 
to this we can point out that no transactions with 
bonds were concluded on the primary market of the 
stock exchange during the quarter. It is quite probable 
that many of the issues privately placed recently will 
soon join the above three issues registered for 
secondary trading on the Bulgarian Stock Exchange 
– Sofia AD. It should be noted that most of the issues 
are mortgage bonds of banks, which is undoubtedly 
related to the increased demand for mortgage loans 
in recent months.
The new project of Biochim Bank for an indices-
based bond corporate issue and guaranteed 
principal was presented to potential investors in 
pension and insurance markets. Such an investment 
is offered for the first time on the Bulgarian market.  In 
order to issue the securities, orders for at least EUR 5 
m will have to be raised. Their maturity will vary from 
three, five, and seven years. The bonds will be linked 
to popular indices like Nikkei, S&P 500, Dow Jones 
EURO STOXX 50 and others, but the Bulgarian 
SOFIX is not among them.  In case of interest and 
successful placement the issue may be registered for 
secondary trading on the Bulgarian Stock Exchange 
– Sofia AD. 
Compensatory instruments trading and stock 
exchange privatization
The start of compensatory instruments trading 
on the Bulgarian Stock Exchange – Sofia AD was 
among the leading events in the area of the capital 
market in 2002. The positive expectations of investors 
and participants in privatization against compensatory 
instruments resulted in initial price rise of the 
securities and later on to continuous preservation 
of prices at levels close to one fourth of the nominal 
value. Interest in compensatory instruments trading 
on the Bulgarian Stock Exchange – Sofia AD remains 
high even today and it is in direct dependence on the 
progress of privatization through the stock exchange 
(especially the sale of larger blocks of more attractive 
enterprises) where payment is planned to be effected 
in compensatory instruments. 
However, the positive news about compensatory 
instruments trading on the Bulgarian Stock Exchange 
– Sofia AD in the second quarter stepped back to 
disclosures about the so-called problem lots (which 
still are or have been subject to litigation with regard 
to the lawfulness of their issue, and have already 
been used in privatization transactions). At the end of 
June the Supreme Administrative Court confirmed by 
a decision the revocation of compensatory warrants 
of a nominal value of BGN 142 m and this accelerated 
the amendments to the Act on Compensatory 
Instruments Transactions discussed earlier.
According to the statutory amendments adopted in 
the third quarter, “problem lots” not registered in the 
Central Depository shall be blocked in the Central 
Register of Compensatory Instruments. If already 
registered in the Central Depository, such blocking 
shall be done there; however, the instruments 
that have been subject of a transaction on the 
regulated market are not subject to blocking (these 
are acquired by a third person in good faith like the 
acquirers of compensatory instruments on the stock 
exchange). Such instruments cannot be invalidated 
and in the case when a court makes a determination 
that they were issued without legal grounds or on 
legal grounds repealed subsequently, a person who 
has enriched himself without such grounds by their 
issue shall return the same quantity and nominal 
value of compensatory instruments. All these 
changes in the Act on Compensatory Instruments 
Transactions, though somewhat delayed, are aimed 
at regaining confidence among actors on the capital 
and privatization market.
 
Compensatory instruments trading statistics for 
the period July – September 2003 is as follows: a 
total of 4 986 deals with compensatory instruments 
have been concluded (versus 5 067 in the second 
quarter) with a turnover of BGN 21 522 377 (versus 
BGN 23 076 858 in the second quarter) which 
marks a certain decrease compared to the previous 
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quarter. In addition, however, block transactions with 
compensatory instruments are registered on the 
exchange – 49 deals with a total turnover of BGN 
22 532 804, an increase compared to the previous 
quarter of 2003. During the quarter compensatory 
instruments were traded at a price of 21 to 25 per 
cent of the nominal value, i.e. almost like in the 
second quarter.
One of the changes in the the Act on Compensatory 
Instruments Transactions provides for a possibility 
for the Bulgarian Stock Exchange – Sofia AD to 
hold technically (after assignment under a contract 
from the Privatization Agency) centralized public 
tenders for sale of shares owned by the state 
and municipalities, as well as public tenders 
for sale of interest in limited liability companies 
owned by the state and municipalities. This new 
possibility (employed in practice after the third quarter 
of 2003) is mainly related to the privatization of non-
public companies, but nevertheless it could indirectly 
enhance interest in the markets of the Bulgarian 
Stock Exchange – Sofia AD. The change confirmed 
the assessment and the credibility of the systems of 
trading and closing of deals already available on the 
Bulgarian capital market.
Among the major events in the third quarter were the 
sales in the privatization market against compensatory 
instruments of blocks of DZI AD (20 per cent) and Oil 
and Gas Exploration and Extraction EAD (49 per 
cent) launched on 11 August. The sales aroused great 
interest – the block of DZI AD was sold on 21 August 
and that of Oil and Gas Exploration and Extraction 
EAD: by 11 September (after in the last two days of 
the tender the broker seller reduced the minimum 
selling price). Along with privatization secondary 
trading of the shares of these two companies on the 
unofficial exchange market began whereby the initial 
price increased. Thus as early as August participants 
in the exchange privatization were able to post 
profits. 
Later the price of DZI AD continued to increase and 
in November the company was admitted for trading 
on the official market (concurrently its shares were 
included in the SOFIX index).  The price of Oil and 
Gas Exploration and Extraction EAD fell significantly 
after August. In mid-October the residual state interest 
of 51 per cent was sold through the stock exchange 
which turned Oil and Gas Exploration and Extraction 
EAD into one of the few companies privatized entirely 
through the Bulgarian Stock Exchange – Sofia AD. 
Interest in the sale of the blocks from DZI AD and Oil 
and Gas Exploration and Extraction EAD is cited by 
experts and investors as yet another example of the 
advantages of bourse privatization as a privatization 
method and a good example of government support 
to the capital market in the country. 
Regulatory environment and decisions of the 
Financial Supervision Commission 
The third quarter of the year brought new changes 
in the regulation of the capital market. Major 
innovations include the new Regulation on the 
Requirements to the Activity of Investment 
Intermediaries and a new Regulation on the 
Prospectuses for Public Offering of Securities 
and Disclosure of Information by Public 
Companies and Other Issuers of Securities, 
adopted by the Financial Supervision Commission. 
The Commission approved a draft regulation on 
the Capital Adequacy and Liquidity of Investment 
Intermediaries (adopted later in October, introducing 
higher capital requirements to investment intermediary 
activity).
One of the major changes in the Regulation on 
the Requirements to the Activity of Investment 
Intermediaries is the obligation for signing an 
annex to the effective contracts of the investment 
intermediaries with their clients in case of a change in 
the intermediary’s tariff. This aims at better protection 
of investors and abolishing the practice of unilateral 
change of the tariffs of intermediaries. 
In addition, the new Regulation on the Requirements 
to the Activity of Investment Intermediaries introduces 
explicit possibility for concluding contracts and 
preparation of documents in electronic format signed 
through universal electronic signature in compliance 
with the requirements of the Electronic Document 
and Electronic Signature Act. This possibility aims 
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to facilitate the relations of intermediaries with their 
clients and the Financial Supervision Commission. 
Also, the new regulation contains explicit provisions 
regarding the conditions under which a client of 
an investment intermediary may use an electronic 
system for placing orders for purchase or sale of 
securities, the content of such orders, the possibility 
for confirmation of order execution, as well as the 
settlement through an electronic system. In fact, the 
new provisions confirm and specify in detail, through 
a legislative act, the remote trading system COBOS 
effective as of March. Furthermore, a possibility is 
provided for the introduction in the future of other 
electronic systems for placing orders approved by the 
stock exchange.
The new Regulation on the Prospectuses for Public 
Offering of Securities and Disclosure of Information 
by Public Companies and Other Issuers of Securities 
complies entirely, including in terms of structuring the 
provisions, with the directives of the European Union 
in the relevant areas.  Among the most important 
innovations in the regulation is the requirement for 
preparation and approval of a prospectus for each 
public offering of securities, regardless of whether it 
is primary or secondary and regardless of the market 
segment. 
According to the new regulation, the Commission may 
permit exemption from the obligation for publishing a 
prospectus if the public offering is directed only to 
persons with the required knowledge and skills in 
securities investments (these are institutional and/or 
professional investors) or to such persons plus no 
more than 49 non-professional investors (inasmuch 
as the threshold for public offering by law is 50 
persons). Professional investors are persons within 
the meaning of § 1, item 1, letter “b” of the Act on 
Public Offering of Securities but also natural persons 
who register with the Commission as such and meet 
specific requirements (specifically two of the following 
three requirements – to hold a securities portfolio 
of BGN 50 thousand, to have effected at least 10 
transactions per quarter, and to have worked for a 
year in a financial institution that requires knowledge 
of securities investment). 
A significant requirement of the new Regulation on 
the Prospectuses for Public Offering of Securities and 
Disclosure of Information by Public Companies and 
Other Issuers of Securities is for the annual statements 
of the issuer to include updated information in the 
prospectus in addition to the documents required 
under the Act on Public Offering of Securities.
In the third quarter the news of a proposal for 
changes in the Act on Public Offering of Securities 
submitted to the Financial Supervision Commission 
by the Association of Industrial Capital (uniting most 
of the former privatization funds) provoked serious 
interest among the participants on the capital market. 
According to the announced information, there was a 
proposal for companies with less than three thousand 
shareholders and assets of up to BGN 25 m to be 
delisted from public trading without tender offer. 210 
out of the 325 listed companies on the stock exchange 
(or 65 per cent of the total number) met those two 
criteria. The Association proposed a second option of 
delisting – with up to 1 500 shareholders and no more 
than BGN 15 m in assets whereby 155 companies 
were to be delisted from the stock exchange.
The relieved regime for public status delisting of 
the companies caused negative reactions among 
investment intermediaries who saw in this a 
threat to the rights of minority shareholders (after 
the amendments to the Act on Public Offering of 
Securities of 2002 providing for better protection 
of minority shareholders). Later, the Financial 
Supervision Commission denied that such a proposal 
had been officially made. No information is available 
on the submission of such a proposal to the National 
Assembly.
At the beginning of July the Constitutional 
Court rejected by a decision the request on 
determination of some texts in the Financial 
Supervision Commission Act as anti-
constitutional. The disputed provisions were related 
to the impossibility for the decisions of the Financial 
Supervision Commission to be appealed before the 
court, and the annual fees to be paid by the persons 
- subject to supervision - to the financial regulator.  
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During the third quarter a draft act on the promotion 
of investments in small and medium-sized 
enterprises was introduced into the Economic Policy 
Commission to the Parliament but did not pass on 
first reading in the plenary hall. This law is aimed at 
encouraging investments in small and medium-sized 
enterprises through new entities – companies for 
venture capital investment in such enterprises. The 
companies in question shall be subject to licensing 
and control by the Financial Supervision Commission. 
Companies for venture capital investment are 
envisaged to be able to issue dematerialized bonds 
guaranteed by the state.
Another major event in the third quarter of 2003 is the 
issuance by the Financial Supervision Commission 
of three new licenses for conducting activity 
as management company (to Capman Asset 
Management, Carol Capital Management and KD 
Investments) whereby the number of licensed 
management companies in Bulgaria doubled. In 
addition, the Commission issued a new license 
for conducting activity as an open-ended 
investment company (to T B I Eurobond). Thus 
three open-ended investment companies and two 
close investment companies operate on the market 
(excluding Pioneer Investment Management SA 
registered in Luxembourg). Establishment of such 
companies for management of investment portfolios 
of institutional and professional investors reflects a 
growing interest in the possibilities for gaining yield 
offered on the Bulgarian capital (and more generally 
financial) market. On the other hand, the interest 
may be prompted by the prospect of attracting the 
increased idle resources of the public and channeling 
them into investments in the country and abroad.
CAPITAL MARKET
REPORT BY THE CENTER FOR ECONOMIC DEVELOPMENT64 THE BULGARIAN ECONOMY IN THE THIRD QUARTER OF 2003 65
Government Policy
Progress in terms of the new legislative framework of 
the sector was observed in the third quarter of 2003. 
At the end of September the Council of Ministers 
approved a draft Energy Efficiency Act. The basic 
objective of this act is to reduce the energy intensity of 
the Bulgarian economy, thereby increasing Bulgaria’s 
competitiveness in a regional and international 
aspect.
A scheme whereby the Energy Efficiency Fund 
will support the implementation of energy efficient 
projects was announced. According to the preliminary 
plans, the fund will finance up to 50 per cent of a 
project’s value, the project beneficiary will contribute 
20 per cent, and the remaining portion of the required 
funds will be raised by a collateral bank. EEF will start 
up with a capital of about USD 17 m to be provided 
through contributions by the World Bank, the Global 
Environmental Fund, and the State. 
The National Assembly passed on first reading the 
draft Energy Act. The Transient and Final Acts, 
which provide for termination of the mandates of 
SERC members, including those of SERC’s president 
and vice-president, upon enforcement of the new act, 
generated serious dispute. Such a measure seems 
unjustified, given that the now effective EEA and 
the new EA clearly define the criteria of election, 
mandate duration and preliminary dismissal of 
commission members. The possible destabilization of 
the Commission’s operation in the event of change in 
its membership at an important development phase 
of Bulgaria’s energy sector is also an argument 
against the provision for termination of the members’ 
mandate upon enforcement of EA.
In the third quarter of 2003 MEER developed a 
draft Ordinance on the issuance of certificates 
of origin for electricity produced from renewable 
energy sources and/or according to combined 
methods, and on the issuance and trade in green 
certificates. The certificates of origin and the green 
certificates are documents, which certify the producer, 
the quantity of electricity produced from RES and/or 
according to combined methods, the period of 
production, the producing electric power plant and 
its capacity. Unlike the certificate of origin, which is 
a non-transferable document, the green certificate 
is transferable as an independent asset separate 
from the electricity, which production it certifies. The 
Ordinance provides for the set up of registers where 
both certificates will be entered upon issuance. The 
Minister of Energy and Energy Resources will define 
the minimum obligatory quotas for production of 
electricity from RES and according to combined 
methods as a percentage of the annual electricity 
production of each producer. SERC is the body, 
which will issue, register and cancel the certificates 
of origin and the green certificates. The Commission 
will coordinate and regulate the green certificate sale 
processes.
The basic objective of the Ordinance is to promote 
the environmentally clean and efficient electricity 
production in a liberalizing electricity market 
environment. It’s development is associated on one 
hand with the need to reduce the energy intensity of 
the Bulgarian economy, which in turn is a condition 
for improving its competitiveness in an international 
aspect, and on the other hand - with Bulgaria’s 
commitments under the Kyoto Protocol and its 
commitments for harmonization of the Bulgarian 
legislation with the acquis under Chapter 22: 
Environment. 
The approval of the ordinance and the resulting 
establishment of market relations between the 
individual electricity producers will have a positive 
effect on the EPP using RES. The sale of green 
certificates is for them an opportunity for additional 
income resulting in faster return on the sizable initial 
investments, as well as in higher profit, which in 
turn makes investments in such EPPs much more 
attractive. The ordinance will have an opposite 
effect on electricity producers who cannot cover the 
mandatory quotas and, therefore, will be “buyers” of 
certificates.
The precise determination of the quotas size will be 
a serious challenge, because the future distribution 
of funds in the electricity production sub-sector will 
depend on that. The trade in green certificates also 
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generates positive external effects such as improved 
environment and lower dependence of the country on 
the import of primary energy resources.
The objective of another step taken in the past quarter 
was the same – SERC determined for the first 
time a preferential purchase price for electricity 
produced by wind power plants with a capacity 
of up to 10 MW. It was fixed at BGN 120/MW/H, 
which is the highest price for electricity produced 
by a national producer and is by 50 per cent higher 
than the purchase price of the electricity produced 
by HPP. The difference is a result of the expensive 
technologies used in the construction of wind power 
plants, which are calculated in the price, as well as 
of the high periodicity of the electricity production 
process depending on the weather conditions. The 
price determined by SERC is a positive step towards 
the Bulgarian and foreign companies, which are 
interested in Bulgaria’s potential for production of 
wind electric power.
In early September SERC announced a gas 
distribution tender for Dobrudzha region. This is 
the third of a total of eight regions included in the List 
of the necessary new gas distribution networks to be 
constructed in individual regions on the territory of the 
Republic of Bulgaria since 2001.
  
In July MEER, PA and the trade unions signed a 
memorandum regulating the relations among the 
three parties in the process of privatization of the 
seven EDC. It envisages meetings of the trade unions 
with the candidates admitted to the final phase of the 
tender to discuss the general working conditions, the 
social partnership and the signing of collective labor 
contracts. The parties to the memorandum will jointly 
develop the draft privatization agreement, which 
will contain parameters for employment, income, 
qualification and retraining, health and safety at 
work, social amenities, and supplementary voluntary 
pension insurance. The changes regarding the social 
aspect of the privatization agreement proposed by 
the participants admitted to the final phase will be 
considered jointly. According to the conditions agreed 
in the memorandum, the trade unions undertake to 
preserve the social peace during the privatization of 
EDC.
The social commitments included in the memorandum 
of understanding were also manifested in the new 
Section 8: Social Aspects to the EDC Privatization 
Strategy. In the preliminary phase of the tender the 
candidates will have to present their views about the 
general working conditions (incomes included), the 
social partnership and the collective labor agreements 
(employment included).
For the participants admitted to the final phase the 
social section envisages meetings with the nationally 
represented trade unions in EDC and a commitment 
not to reduce  labor costs (Wages Fund and social 
costs) below a level conforming to SERC’s regulatory 
rules and requirements.
The restrictive nature of the social aspects included in 
the strategy and envisaged as a clause in the future 
privatization contracts may result in lower general 
investor’s interest in the privatization of EDC or to 
investors’ requests for allowances in other transaction 
parameters.
 
The criteria, which the candidates for participation 
in the privatization of EDC should satisfy were 
also announced in the past quarter. The companies 
participating in the tender must have supplied not 
less than 7000 gigawatt-hours of electricity in the 
past year, their capital must amount to EUR 700 m, 
they must have a market share of not less than 5 per 
cent in countries with liberalized domestic market and 
a credit rating ВВВ- by Standard and Poor’s (or one 
of the following ratings: Moody’s Baa3, Fitch Ratings 
BBB- or Thomson BankWatch BBB-). The formulated 
high criteria are dictated by the public significance of 
the electricity sector and by the need to preserve the 
adequate functioning of this sector after it goes into 
private hands. They also take account of the fact that 
the privatization is mainly oriented towards strategic 
investors who will be able to provide and realize the 
necessary investments in the sector.
 
In the third quarter of 2003 NEK signed two new 
contracts for export of electricity. The first one is for 
export of 50 MW to Serbia and Montenegro, and 
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the second - for 150 MW to be exported by NEK to 
Greece. Besides Greece, Serbia and Montenegro, 
Macedonia and Albania also receive Bulgarian 
electricity. The signed export contracts prove the 
competitive advantages of the Bulgarian electricity 
system and the flexible foreign trade policy of the 
National Electricity Company. The signing of these 
contracts will somewhat compensate the negative 
effect of the terminated supplies of electricity to 
Turkey on NEK’s financial results, the current account 
deficit and the revenues coming in the state budget 
as dividends from NEK
In the third quarter of 2003 a package of 8 HPP12 was 
sold by open bidding for an amount of BGN 32.9 
m. Runo – Kazanlak AD was appointed successful 
bidder, with initially declared package price of BGN 
14 m and a bidding step of BGN 300 thousand. The 
total installed capacity in the eight hydro-power plants 
is 21.5 MW. The achieved price per kilowatt-hour of 
installed capacity is about USD 900. A comparison 
with the selling price of USD 586/KWH for the HPPs 
united in the coordinated hydroelectric system 
Sandanska Bistritsa (Popina Laka HPP, Liljanovo 
HPP and Sandanski HPP) reveals that a good price 
has been achieved in this privatization transaction. 
The conditions, which the new owner of the eight EPP 
will have to observe, include: 
• prohibition to change the functional and 
technological purpose of the detached parts.;
• prohibition to make disposal transactions, 
which are material for the detached parts and 
the transfer of which would impede or make 
impossible the operation of the detached parts to 
the purpose, including by pledging or mortgaging, 
except with the preliminary written authorization 
of the Agency for Post-Privatization Control;
• the title over the detached parts will be transferred 
in favor of the buyer by virtue of the contract after 
the final payment of the price.
Energy Prices
The upwards trends in the oil quotations observed 
at the end of June continued in the third quarter of 
2003. In July the Brent oil price per barrel exceeded 
the level of USD 28 and remained within the range of 
USD 28-29 per barrel till the end of the quarter when 
it began to drop down reaching USD 27 per barrel. 
The decisive factors for crude oil prices included 
again the news from the Middle East, the North Sea 
oil production levels, and the USA oil and oil products 
production and reserves, which were not seriously 
affected by the breakdown of the national power 
system. With a view to counteract the price drop, 
OPEC decided to lower their production quotas.
Figure 26.  Crude Oil Price Dynamics - WTI, 
Brent and Dubai 
Source: Crude Oil Prices Monthly Report, International Energy Agency, October 2003, 
http://omrpublic.iea.org/omrarchive/10oct03pri.pdf
The situation on the international oil markets also has 
effect on the Bulgarian economy, because Bulgaria 
satisfies almost all of its needs from export under trade 
conditions following international market dynamics. 
Given the relative stability at the international oil 
markets and the preserved lower average levels of 
the US Dollar for the quarter, no distinct trends of oil 
and oil product prices were observed on the Bulgarian 
market in the quarter under review. Consequently, no 
serious changes in the oil and oil product expenses of 
the business and households were observed, either.
The higher alternative fuel13 quotations on the 
international markets in the third quarter of 2003, 
which have effect on the import price of natural 
gas in Bulgaria and the appreciation of the dollar 
in August resulted in an average increase of around 
12 Assenitsa I HPP and Assenitsa II HPP (united in Assenitsa cascade), Kitka HPP, Gorni 
Lom HPP and Midzour HPP (united in cascade Gorni Lom), Rakita HPP, Falkovets HPP and 
Malousha HPP.
13 Black oil with 1 per cent sulfur content, black oil with 3.5 sulfur content and gas oil with 
0.2 per cent sulfur content.
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9 per cent of natural gas prices for consumers 
connected to the transfer and distribution network 
of Bulgargas since October. The increase will mostly 
affect the basic consumers including the fertilizer, 
glass, oil, cement and ceramic industries. Natural gas 
price changes will also have a considerable effect 
on the district heating companies as they enter the 
season of peak load of their capacities, buying and 
making use of maximum quantities of natural gas. The 
higher prices will burden the operational expenses of 
the big state company customers, which will increase 
their variable costs and will result in downturn of their 
market positions and profit opportunities depending 
on the price elasticity of their production.
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The changes in the ministry’s management 
were the basic event in the third quarter of 2003. 
The Vice-premier Nikolay Vassilev took the office 
of Minister of Transport and Communications. The 
Government decided to set up three new units 
in MTC (Concessions and Public State Property 
Management, Corporate Restructuring and Capital 
Market, Company Management and Control). The 
former Transport Policy Directorate is divided in two 
- National Transport Policy, which will work out sector 
development strategies and programs, and Program 
and Project Coordination.
In the past quarter the ministry presented a draft 
Strategy for Development of River and Sea 
Transport and Ports till Bulgaria’s Accession 
to the European Union. The basic objectives 
defined in the strategy concern the restructuring and 
modernization of the river and sea transport and the 
adjacent port infrastructure, which in turn will result 
in improved transportation quality and higher transit 
through Bulgaria to and from the EU.
The strategy determines the basic problems and 
current trends in river and sea shipping development. 
The increasing average age and the high costs of 
the marine, which are a result of the impossibility 
to renovate the fleet of vessels; the problems the 
Bulgarian marine has at the international market of 
shipping services and the low economic efficiency of 
the marine are considered a major problem.
Another problem constitutes the increasing deficit 
of qualified personnel, which is a result of the 
impossibility to secure adequate payment to Bulgarian 
crews corresponding to international standards, as 
well as of the high tax rates on the incomes in the 
sector. The strategy also focuses on the negative 
downward trends in the number of vessels sailing 
under Bulgarian flag, which are a result of the more 
favorable conditions for doing this business provided 
by foreign legislation.
 
The following are pointed out as the basic reasons 
for the situation of the marine: Bulgarian laws and 
regulations do not take adequate account of the 
sector’s specificity; harmonization with international 
law is insufficient, State actions are not quite 
effective.
The strategy proposes amendments to the legislation, 
which should contribute to overcoming the negative 
trends and encouraging the development of the water 
transport and the ports. The basic course of action is 
to reduce the aggregate tax burden on the companies 
in the sector with a view to release resources and 
reallocate them for renovation in the first place. With 
that end in view it is proposed to fix the tax payable 
by shipping companies on the basis of the tonnage of 
the marine owned, which will stabilize the payments 
to the state budget and will enable the companies in 
the sector to work out their development strategies 
with greater precision. Another way to reduce the 
tax liability, proposed in the strategy, is to reduce the 
liabilities of shipping companies towards the budget 
and the municipalities by way of amendments to the 
Corporate Income Taxation Act. 
The strategy also contains a proposal to apply 
accelerated depreciation in the purchase of new 
ships and a right to retain the profit from the sale of 
ships for several years under a tax-free regime and 
provided that the profit is reinvested. These measures 
should provide favorable conditions for river and sea 
transport development, but they will also have effect 
on the state budget, which will be largely dependable 
on the specific fixing of the values of the proposed 
measures.
Other measures set forth in the strategy include: 
provision of bank guarantees, preferences for long-
term loans, target subsidies for ship-building plants, 
ship-repair plants and the big shippers NMB and BRS 
for ship building and repair. The expediency of these 
measures will depend on the future transformation of 
ownership in the sector and on the State’s willingness 
to make the marine sector its priority.
Port restructuring and concessioning is also a basic 
element of the strategy. Amendments to the Act on 
Marine Spaces, Internal Waterways and Ports are 
envisaged to that effect. Amendments concern the 
following areas:
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• liberalized access to the port services market and 
more specific differentiation of the types of port 
services;
• set up of a National Ports Company by 
transformation of the Port Administration 
Executive Agency into a state-owned company 
with the status of a legal person;
• specification of the concession granting 
procedures with regulation of concession 
agreements’ preconditions and requirements.
 
One can say that the strategy for sea and river 
transport development provides guidelines for 
development and encouraging measures, but if these 
are not bound to specific terms and parameters as 
soon as possible, that could result in incomplete 
realization of the objectives set in the strategy.
The final project for introduction of a paid traffic 
system for the national road network (the so-
called ticket system) was presented in the public 
space in the third quarter of 2003. This measure 
was dictated by the processes of harmonization of 
Bulgarian legislation with EU legislation.
According to the consulting company’s project, the 
system will be introduced stage by state. All vehicles 
with more than two axles will be charged since the 
beginning of 2004. The buses and all other vehicles 
with more than eight seats (the driver’s seat excluded) 
will be charged since 1 July 2004, and passenger cars 
with up to eight passenger seats (caravans, mini-
buses and passenger cars, motorcycles excluded) 
will be charged since the beginning of 2005.
Tickets valid for one week, one month and one year 
will be issued. The opportunity to pay road charges 
for a given period contributes to higher mobility and 
efficient use of the resources of companies and 
households. The vehicles of the Bulgarian armed 
forces, SFOR/KFOR, special purpose cars and the 
vehicles of disabled people will be exempt from 
charges. 
The first stage of introduction of the ticket system 
will affect the road transport companies, increasing 
their fixed costs by the value of the charges paid. 
The transport companies will probably transfer the 
increase of their costs to their customers, by raising 
the transport prices. The increase of consumer goods 
prices will be largely determined by traders’ tendency 
to use alternative modes of transport, by goods 
demand elasticity and by the speculative attitudes 
of traders. Given that the question is about large 
volumes of transported goods, which will minimize the 
growth of average costs, one cannot expect drastic 
changes in the end-user prices of goods. The buses, 
which will start paying road charges for the national 
road network, also realize economies of scale, which 
means that the transportation price increase will 
not be significant and will not seriously affect the 
consumers’ purchasing power. The highest growth 
of the expenses of households will be observed after 
introduction of the ticket system for passenger cars, 
because these charges will be directly payable. A 
factor, which will have significant influence on the 
aggregate effects of the ticket system introduction, is 
the possible elimination of the taxes currently paid by 
vehicle owners.
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The situation in the high technologies and 
communications sector has not witnessed yet any 
significant change, but the third quarter of 2003 can 
be characterized as rather successful in terms of the 
created basis for future development. This is mostly 
a result of the long expected approval of the new 
Telecommunications Act and the licensing of five 
new providers of telecommunication services by the 
Communications Regulatory Commission (CRC). 
These facts lead to the conclusion that BTC will be 
faced with real competition in the foreseeable future, 
which will be to the benefit of all Bulgarian consumers 
of communication services. 
The Minister of Transport and Communications 
was replaced in the beginning of the third quarter, 
which was followed by a number of replacements of 
senior officials in government institutions concerned 
with the sector’s development. A new deputy-minister 
of transport and communications in charge of high 
technology development was appointed in early 
September. The new deputy comes from the financial 
sector and has no immediate experience in the ICT 
field.
It is early yet to make conclusions about the 
personnel changes, but the short period after the new 
appointments reveals that the recent policy will be 
followed and ICT will remain a government priority. 
In the third quarter of 2003 CRC issued five individual 
licenses for construction, maintenance and use 
of public telecommunication fixed telephone 
networks and provision of voice service. The first 
three licenses were given in early July to Orbitel АD 
and Netplus OOD (for 20 years each) and Globaltech 
– Bulgaria EOOD (for 15 years). Two months later 
Nexcom Bulgaria EAD and East Telecommunications 
Company AD received licenses for provision of fixed 
telephone service, which were also valid for 20 years. 
Four of the five licenses are national and only that of 
Globaltech - Bulgaria is regional (for Sofia city). 
Along with that, in July the Council of Ministers 
adopted a decree whereby the initial issuance 
fee for individual licenses to construct, maintain 
and use public telecommunication fixed telephone 
networks was lowered from BGN 180 000 to BGN 
92 000.
The issuance of new licenses does not mean 
automatic elimination of BTC’s actual monopoly. 
The licensed companies do have experience in the 
telecommunications sector (they include some of the 
biggest Internet providers and VoIP operators), but 
the construction of a national fixed telephone network 
requires considerable resources and time, which will 
certainly delay the actual start of their services. One 
can expect that the companies will first try to attract 
some of BTC’s corporate clients, whereas notable 
change in the provision of services to individual users 
could hardly be expected in the near future. Despite 
that, the first steps to leave behind the monopolistic 
period are already a fact and with the establishment 
of the new licensed companies on the market (and 
the appearance of new ones) one could expect future 
intensification of the competition. 
The latest association in the ICT sector was set 
up in the third quarter of 2003, this time with the 
objective to popularize the open source solutions 
among corporate clients and the administration. Open 
Source Alternative Business Solutions (OSABS) was 
set up by six active software market participants 
– Acsior, NDB, Bulgarian Internet Group, NOAC, 
Biotronica, and Linux Business Solutions. The basic 
objective of the association is to support the creation, 
development and improvement of open source 
programs by creating an environment for research 
and development of open source products and for 
training of experts. OSABS will: provide assistance 
to its members for participation in tenders; support 
legislative initiatives for IT competition protection; 
contribute to e-Government building; carry out any 
activity for popularization and dissemination of 
knowledge and skills regarding the open source 
software products.
The upward trend in the market of VoIP (voice 
transfer over Internet) services is preserved in the 
third quarter of 2003. Some of the most developed 
companies in this segment of the ICT sector report 
more than 30 per cent growth for the quarter. At the 
same time periodic decrease of the VoIP use tariffs 
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is observed, which further enhances the interest 
towards this service.
The observed development is not surprising, given that 
in most developed countries VoIP has become a daily 
routine for corporate clients as well as for individual 
users. Besides the unquestionable advantages 
of VoIP, the increasingly wider knowledge of this 
technology, as well as users’ adaptation to alternative 
telephone services also contribute to the permanent 
growth on the market of this services. Unfortunately 
Bulgaria does not have official data about the volume 
and development of the whole national VoIP market. 
The available information is provided sporadically by 
the biggest companies on the market and although 
it largely reflects the actual movement of this 
telecommunication segment, the assessments and 
conclusions made should be accepted somewhat 
conditionally. 
After a considerable delay, at the end of September the 
National Assembly passed in full on second reading 
a new Telecommunications Act. It was promulgated 
in early October. This step was expected as early 
as the end of 2002, before the elimination of BTC’s 
monopoly, and in recent months there was some talk 
that the delay could even result in reopening Chapter 
19: Telecommunications of the negotiations with the 
European Union. The new act is already a fact and 
the State is expected to be more expedient in its 
implementation than in its passing.
According to the new act, BTC must submit cost-
oriented prices within three months after the act takes 
effect. With the passing of this act BTC is obligated 
to provide till the end of 2004 fixed telephone 
services in under-populated areas, or the so-called 
universal telecommunication service, without being 
compensated for the net losses from its provision. It 
was also decided to separate defense projects and 
installed capacities from BTC’s network within three 
years after the act takes effect and according to a 
procedure set forth by the Council of Ministers. 
The start of Bulgaria’s e-Government was 
officially announced at the end of September. The 
site is accessible at: http://egateway.government.bg. 
Three e-services have been launched - change 
of address (it turned out later that this was only a 
temporary service for the period before the local 
elections at the end of November), reference about 
the court registration of companies, and verification 
of social security contributions. 
Even a quick glance at the so-called e-government 
gateway is disappointing - the site’s functionality 
and vision are far from the idea of a government 
e-services gateway. The site is not optimized for 
viewing in any resolution (owners of smaller monitors 
must always scroll). What is more, half of the menu 
fields are “under development” yet (that is also 
true for the mandatory Help and Frequently Asked 
Questions). Even more unacceptable is the fact that 
the gateway as it is requires users to install Microsoft’s 
.NET platform (which is an inadmissible limitation of 
opportunities in terms of the e-Government Strategy 
adopted last year). Besides, more than a month after 
the licensing of the second provider of certification 
cervices in Bulgaria (presented hereunder) the 
e-Government gateway only works with the first 
registered provider, with no indications for any 
change of the status quo. 
The published information reveals that the site is a 
pilot Bulgarian e-Government project implemented 
by Microsoft Bulgaria EOOD and Progress Design 
and Construction Automation Center OOD, which 
somewhat explains the above critical remarks. But 
exactly for that reason it is not clear why the “pilot 
project” has been announced and popularized as 
the start of Bulgaria’s e-Government.
At the end of the quarter under review the National 
Assembly discussed and voted on second reading 
an entirely new Research Promotion Act. The 
idea of the act is to ensure the regulation of the 
principles and mechanisms for implementation of 
the government policy for promotion of Bulgarian 
research. It also states that research is a national 
priority and has strategic importance for Bulgaria’s 
development. According to the text of the act, all 
Bulgarian organizations, scholars and projects will 
be included in a register to be kept by the newly set 
up Research Fund. The register will also contain data 
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about the scholars and institutions receiving state 
subsidy, about research implementing agencies, as 
well as about state-financed programs and projects 
in this field. Within three months after the act takes 
effect the Minister of Education and Science must 
issue in coordination with the Minister of Finance 
Research Fund Rules. Along with that, according 
to the Final Provisions of the act, the Council of 
Ministers shall approve a National Research Strategy 
within six months after the act takes effect.
The fifth (jubilee) BG Site 2003 competition started 
in the third quarter of 2003. This competition has 
become traditional for the Bulgarian web-space. 
This time the sites registered for the competition are 
238, and the highest number of registrations - 65, 
are made in the Corporate Site category. Every year 
the organization of the competition is accompanied 
by many critical remarks and problems, but on the 
whole the idea is good and its maintenance will only 
be beneficial for the development of the Bulgarian 
content in Internet. What is more, this year the critical 
remarks towards the  jury’s assessments and the 
quality of the sites - winners in the different categories 
were not so many14.
By Decision No. 1113/25 September 2003 
CRC registered Bankservice AD as a supplier 
of certification services for universal electronic 
signature. Information about the service provided 
by Bankservice AD is available at: www.B-trust.org. 
The approval of a second provider of certification 
cervices (the first Bulgarian provider is Information 
Service AD, www.stampit.org) is a positive sign for 
the development of Bulgaria’s e-business and e-
Government. The entry of a new market participant 
will contribute to improved service quality and lower 
prices. 
Data by the national card operator Borica AD 
confirm the positive trend in this segment of the 
ICT sector (Figures 27 and 28). The total number of 
ATM and POS terminals installed and of bank cards 
issued in the third quarter of 2003 manifests again a 
growth of about 10 per cent (9.25 per cent for ATMs, 
11.44 per cent for POS terminals, and 11.32 per cent 
for cards, accordingly). 
At the same time, increasingly higher number of public 
service providers take steps to encourage alternative 
payment methods - via ATM, Internet or telephone. 
The companies usually organize lotteries with prizes 
for those who choose to pay their bills using the new 
technologies, which in most cases facilitates both 
parties and lowers the transaction costs.
Figure 27.  Total number of bank cards issued
Source: Borica AD (www.borica.bg)
Figure 28.  Total number of ATM 
and POS terminals installed
Source: Borica AD (www.borica.bg)
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Number of Tourists and Revenues from Tourism
According to data by the Ministry of Economy, 2.848 
m foreign nationals visited Bulgaria for tourism 
in the first nine months of the year, registering an 
increase of 16.57 per cent compared to the same 
period of the previous year. In September 2003 
alone the number of foreign tourists registered an 
increase of 21.63 per cent compared to September 
2002. Greece, Germany, Macedonia, Great Britain, 
the Scandinavian countries, Central Europe and 
Russia account for the highest number of tourists. 
The number of tourists from the EU registers most 
dynamic growth. It's increase is more accelerated 
compared to the other countries (21.11 per cent)
Data about the period January - October 2003 
reveal a continuing growth of the number of foreign 
tourists, which registered an increase of 17.31 per 
cent for the first 10 months of the year compared 
to the same period of the previous year. According 
to Ministry of Economy’s assessments, the higher 
number of tourists who visited the country in the high 
summer season is a good indicator for the sector’s 
development, especially against the background of 
some unfavorable trends of global tourism. The trend 
observed last year that Bulgaria is getting established 
as a successful tourist destination in Europe is 
confirmed.
In the first nine months of the year the number 
of Bulgarian nationals who traveled abroad was 
2.532 m people (this number covers all travel 
purposes, not only tourism) registering an increase 
of 5.10 per cent compared to the same period of 
2002.
Revenues from international tourism for the first nine 
months of 2003 amount to USD 811.6 m, registering 
an increase of 22 per cent compared to the end of the 
third quarter of 2002 when they amounted to USD 
665.1 m. In August alone (the peak tourism month 
for Bulgaria) these revenues reached USD 309 m. 
At the same time, in the first nine months of 2003 
Bulgarians’ spending on travels for tourism abroad 
amount to USD 249.2 m, compared to USD 205.7 
m for the third quarter of 2002, registering a growth 
of 21.1 per cent. The positive balance in tourism 
for the period January - September 2003 is USD 
562.4 m, registering an increase of 22.4 per cent 
compared to the same period of 2002 (a positive 
balance of USD 459.4 m).
International Environment for Development of 
Tourism 
After the 2001 decrease of travels, in 2002 the 
number of tourists worldwide reached 715 m people, 
registering an increase of 3.1 per cent, with travels 
for tourism generating revenues to the amount of 
EUR 500 billion for the national economies. The start 
of this year was pessimistic (owing to the war in Iraq 
and the atypical pneumonia which resulted in reflux, 
cancellation and drop down of tourist registrations). 
These trends were particularly notable in the first 
months of the year. Then a gradual revival of the 
tourist industry was observed.
World Tourist Organization experts expect growth 
in the sector and their projections are that by 2020 
2.5 billion people per year will travel for tourism 
and revenues from tourism can increase 4 times, 
reaching EUR 2 trillion. These projections were made 
at the opening of the International Tourist Salon in the 
French resort Doville in September.
According to experts, the positive trends will result 
in structural changes in the sector - the sea and ski 
tourism will probably become less important at the 
expense of other tourist product forms - balneo-, 
health, sports, and cultural tourism. Tourists from the 
Asiatic countries - Japan, China, South Korea, Taiwan, 
Malaysia, Thailand, are expected to predominate in 
the future. Climate changes will also have effect on 
tourism and destinations.
Basic competitive advantages will include high 
quality of the tourist product and a combination of 
luxury and economy. This means that Bulgarian 
tourism must comply with global trends and a serious 
change in tourist companies’ strategies is expected, 
including implementation of aggressive marketing 
and advertising. 
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Structural Changes and Changes in the 
Regulations and the Institutional Regulation
In the past quarter experts from MoE announced 
that by the end of the year the ownership in the 
sector is expected to go fully private (98 per 
cent of the assets are now private). The last three 
tourist companies with state interest will be privatized 
(Slivnitsa, Orbita, and a strategy for privatization of 
the infrastructure of Sunny Beach will be developed 
by the end of the year).
New ideas and proposals for structural and 
organizational changes in the tourist sector were 
formulated and widely discussed in the third quarter 
of 2003. The question is about the proposal to detach 
resorts as individual municipalities. The idea was 
analyzed and dropped out, but MoE developed and 
proposed a comprehensive Concept for the set up 
of a new management model for the resorts of 
national significance. It envisages investment in the 
resorts of 80 per cent of their revenues and allocation 
of the other 20 per cent for the municipalities. It also 
envisages transformation of the complexes into 
resorts of national significance.They will be managed 
by a resort council and a manager with a three-year 
term of office. Municipalities will have to allocate 5 
per cent of the collected taxes and resort charges for 
resort infrastructure development. Discussions on the 
concept continue – mayors of municipalities where 
the biggest Bulgarian resort complexes are located 
are against some of its formulations.
An important point concerning the institutional 
improvement of tourism is the set up of a Tourism 
Agency at MoE, which should merge with the 
Agency for National Tourist Advertising and 
Information. The Tourism Agency is envisaged to 
have the status of an executive administration at 
the Minister of Economy. It will be a legal person 
financed from the budget. Its director will control the 
observation of quality standards and requirements 
in tourism. The Agency will implement the tourist 
product diversification policy and will cooperate with 
regional and local tourist structures. An important 
objective is to strengthen the institutional capacity 
for implementation of European tourism support and 
development programs. The Agency will also fulfill 
tasks on the information servicing and improvement 
of the tourist personnel qualification. It will also have 
functions with regard to the servicing of persons 
applying for tour operator and tourist agency licenses 
or for categorization of tourist sites. The November 
amendments to the Tourism Act made the Tourism 
Agency a fact.
Other legislative changes are also envisaged – for 
example, insurers and hotel and restaurant owners will 
determine the amount of the civil liability insurance for 
catering establishments and hotels. Categorization of 
beaches and ski-tracks will be introduced. 
In the past quarter BATA representatives proposed 
other amendments to the Tourism Act. These 
envisage that foreign tourist companies shall 
only organize trips in Bulgaria via Bulgarian tour 
operators and agents licensed under the Bulgarian 
legislation. This means that foreign tour operators 
will be forced to use local partners and may not sign 
direct agreements with hotels (as is now the case). 
It is claimed that similar requirement exists in other 
national legislations (Turkey for example) and its 
objective is to protect local companies. According to 
the authors of this proposal, allowing big foreign tour 
operators to set up their own local agencies will destroy 
the medium and small-sized tourist companies in 
Bulgaria. Besides, government revenues from taxes 
decrease and their profit does not remain in Bulgaria. 
According to BATA, this proposal is a mechanism to 
protect national interests. But it generates serious 
doubts and objections in terms of market operation 
and competition, contains a risk of establishing a 
monopoly of Bulgarian tour operators, may result in 
withdrawal of foreign tour operators and is contrary to 
EU rules. It is very unlikely that it will be supported.
Investment Activity. Training and Qualification.
MoE experts announced that in the last few years 
investments in tourism amounted to around USD 
250 m. The tendency to expand the investment 
activity in the South Black Sea Coast of Bulgaria 
was confirmed in the past high summer tourist 
season. Investment areas in the North are largely 
utilized now and investors are actively seeking 
opportunities in the South – Ahtopol, Lozen, 
Sinemorets, etc. Construction plans for the Southern 
Black Sea coast will be probably realized at a slower 
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pace – within about 10 years. Basic problems 
include absence of developed infrastructure. This 
part of the Black Sea coast does not have adequate 
transport, communications, water treatment plants 
and sewerage. A priority task, which must be solved, 
is to build a first class road network with a view to 
make the region accessible for investors and tourists. 
Yet investments should be expanded with utmost 
care with a view to avoid overloading the region with 
specialized infrastructure; it is necessary to preserve 
the ecological balance (many protected territories, 
which are very interesting in terms of the flora and the 
fauna, are located in this region). Overall, this region 
of the Black Sea cost has unique characteristics 
which allow to develop here elite, “boutique” tourism 
and not mass tourism, yet that requires strategy and 
proper orientation of investments.
Problems regarding the improvement of tourist 
personnel’s qualification remain in the focus of 
experts’ attention. Serious steps are taken to improve 
the opportunities for training in state and private 
universities and colleges with the participation of 
foreign institutions from countries with traditions in 
the tourist sector. Private institutions are actively 
penetrating tourism training. For example, a 
franchising program of the Swiss SHMS university 
was launched in the beginning of October. The training 
provides opportunities to get a Swiss diploma in hotel 
and restaurant keeping. Swiss training programs will 
be used and students will have practice training. There 
are opportunities to continue training in Switzerland 
and get internationally recognized diplomas.
It was announced in September that a Balkan Hotel-
Keeping and Rural Tourism Training Center will be 
opened. It will probably start operating by the end 
of 2004. The wider tourism training opportunities 
will solve a major problem – the shortage of highly 
qualified professional staff in this important field. 
Marketing and Advertising
A comprehensive presentation of the Bulgarian tourist 
industry was made at a meeting with the President of 
Poland in August. MoE’s projections for BGN 2 billion 
of revenues from tourism and more than 4 m foreign 
tourists in 2005 were announced at the meeting.
Towards popularization of Bulgarian tourism was the 
September visit of WTO’s General Secretary who 
got acquainted with important Bulgarian tourist sites. 
In September again one of Bulgaria’s most famous 
mountain resorts – Pamporovo, celebrated its 70th 
anniversary. A number of workshops and discussions 
on Bulgaria’s place on the international tourist market 
were organized during the celebration. Programs and 
opportunities to finance cultural tourism and other 
specific tourist product forms were presented.
It was announced in the past quarter that Bulgaria 
will be advertised as a good place for tourism during 
the congress of the US Tourist Agencies Association 
accompanied by a commercial tourist exhibition. This 
is a way to popularize Bulgarian tourist opportunities 
in America, to expand the geographical scope of 
tourists. Bulgaria’s history, way of life, traditions 
and culture will be presented with a view to attract 
the attention of potential tourist companies in this 
part of the world. The inflow of US tourists is rather 
limited yet – Americans visit Bulgaria mainly for 
business, cultural tourism and by ship cruise tours. 
The objective is to considerably increase the inflow of 
tourists from the USA.
An important step towards making good marketing of 
Bulgaria as well as of the whole region of Southeast 
Europe was the meeting of the Balkan Federation of 
Tourist Agencies Associations (BAFTA) organized in 
September in Ohrid. BAFTA was set up a year ago 
on the initiative of Turkey and Greece. Its members 
include Macedonia, Turkey, Serbia and Montenegro, 
Romania, Bosnia and Herzegovina, Albania, Bulgaria 
and Greece. The need and readiness of the countries 
in the region to unite their efforts to jointly present 
and “sell” to the world their natural and historical 
sights were confirmed at the meeting. There is a 
need of active cooperation and coming out with a 
joint tourist product. BAFTA is an important joint 
project the objective of which is to unite the Balkan 
countries in the field of tourism. That implies joint 
penetration of third markets, joint participation in 
tourist exchanges, creating a joint logo and slogan 
of BAFTA, participation in joint projects and training 
of tourist personnel. A web-site which will contain the 
necessary information is under preparation, a media 
presentation of the project will be made. Work is 
going on for development of a single product which 
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will contain information about the culture, history 
and traditions of all Balkan peoples. Opportunities 
to exchange experience between the countries in the 
region and to present the good practices in this field 
will be sought.
Condition of the Sector
Traditionally the third quarter of the year is the 
strongest for agriculture. Taking that into account, 
as well as the recently registered rate of decrease of 
the share of agriculture in GVA and GDP, a share of 
nearly 18 per cent of GVA and 16 per cent of GDP can 
be projected for the third quarter of 2003. In response 
to the undertaken commitments in the negotiation 
process with EU on the Agriculture Chapter, the 
long prepared census of farms started on 1 July. 
It should give more realistic idea of the number and 
characteristics of existing Bulgarian farms and hence 
about the size, scope and orientation of the direct 
subsidies and payments for support of the sector. 
According to the law, the census was to be completed 
at the end of November, however the census of 95 
per cent of the farms was taken in the first three 
months. The number of the farms set up after the 
last census will become clear when all inquiry forms 
are processed. In some regions where the census is 
already completed, the share of new farms reaches 4 
– 5 per cent. 
According to Ministry of Agriculture and Forestry 
estimates, the grain crop is 2.194 m tons, with 
the average yield per decare reaching 360 tons in 
some places. The share of grain of lower quality 
intended for fodder is estimated at about 40 per cent 
of the crop, whereas the share of the wheat of high 
bread-making quality is about 60 per cent. Given the 
unfavorable weather conditions during the year, this 
yield can be assessed as quite satisfactory and the 
quality as much better compared to previous years. 
Obviously the measures taken to provide incentives 
for grain producer through subsidies for purchase of 
quality seeds and fertilizers in the autumn and fuel to 
support the harvest have yielded results. 
Expectations about higher yields and much higher 
sunflower crop came true. Estimates show that 
collected sunflower exceeds 700 thousand tons. This 
is a result of the quality seeds and the fertilizers used 
for sunflower production rather than of the increased 
areas sown with sunflower seeds. Higher quantities 
will allow increasing export.
The higher unshelled rice production, which 
registered an increase of over 8 000 tons compared 
to 2002 is a result of the increased (by more than 
10 thousand decares) areas sown with rice and 
the higher average yield (500 kg/decare in 2003 
compared to 431 kg/decare in 2002). With a crop 
of around 26 thousand tons and an output of 67 per 
cent, rice yield of 17 500 tons can be expected.
The natural and weather conditions proved excellent 
for grapes production ensuring quality raw material 
for the wine industry. The vine areas controlled by the 
Vine and Wine Executive Agency alone are expected 
to yield 230 thousand tons of grapes. This year’s 
vintage is not higher in quantity compared to 2002, 
but it is of higher quality because the long, dry and 
warm summer contributed to higher sugar degree of 
the main wine varieties.
Environment for Development
The poor grain crop in Bulgaria as well as in a global 
aspect generates concerns about shortage of grain 
for bread and for the animals, on one part, and about 
serious jump of prices on the international commodity 
markets, on the other part. Therefore at the end of 
August the Government placed a 200 day ban on the 
export of grain and decided to release 100 thousand 
tons from the State Reserve with a view to intervene 
on the domestic market. Producers’ traders’ and 
buyers’ expectations about a poor crop and higher 
prices blocked the market and generated uncertainty 
in the regular supply of mills and animal farms. 
In this respect the objective of the Government’s 
intervention was to put an end to speculations and 
smooth out market imperfections by revealing the 
actual demand and supply situation. According to 
the adopted decision, for a period of 40 days 15–20 
thousand tons of bread wheat and about 5 thousand 
tons of fodder wheat are placed on the commodity 
exchanges in the country every week until the total 
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quantity of 100 thousand tons is exhausted. Only VAT 
registered mills and not traders can be buyers on the 
exchange.
Such Government intervention is envisaged in the 
Act on the Support of Farm Producers and in the new 
Ordinance on the terms and procedure for  intervention 
on farm product markets15. EU legislation also allows 
intervention, but only by way of an intervention 
agency, which does not intervene directly on the 
market by selling or buying; its market behavior is 
passive and it only guarantees the minimum product 
price. Therefore, in this case the question is not about 
threatened food security on the domestic market 
or guaranteeing a minimum price, but only about 
market regulation. Market imperfections and the 
uncertain characteristics of the market participants 
create conditions for manipulations, but nevertheless 
Government intervention should be restricted. 
Besides the financial aid, which has been provided 
through the State Agriculture Fund, a target subsidy 
to support the harvesting and storage of the 2003 
crop wheat was started since 15 July 2003. The 
allocated resource amounts to BGN 1 m which is 
twice the amount utilized in 2002, and the earlier start 
of the financial lines is expected to create conditions 
for higher efficiency in the organization of the harvest 
and earlier preparation of the areas for autumn 
sowing. The Fund approved in principle a financial 
line to support 2004 crop bread wheat producers, 
which envisages loans and subsidies for purchase 
of quality seeds and pre-sowing and autumn soil 
feeding fertilizers. The state subsidy for support of the 
production of quality cow’s, buffalo-cow’s and sheep’s 
milk was increased by BGN 1 m The secured total 
annual resource of BGN 6 m is two and a half times 
higher compared to 2002.
Two commercial banks (Post Bank and Hebros 
Bank) signed agreements with the US Agency for 
International Development to get guarantees of 
USD 10 m each for provision of agricultural loans. 
The guarantee mechanism envisages provision 
of loans for investments and current assets and 
access will be allowed to agricultural producers and 
processors, as well as to producers of agricultural 
machinery and equipment.
Despite European Commission’s assessments about 
delay in the utilization of the grant subsidies within 
the SAPARD Pre-accession Program compared to 
the other EU membership candidate countries, higher 
pace of the project proposal and implementation 
process is observed in the third quarter of 2003. 
A total of 252 projects under the three envisaged 
measures were approved during the quarter alone. 
The total amount of approved projects is about BGN 
177 m. The number of completed and paid projects 
since program launch is nearly 300 and the subsidy 
amount – about BGN 70 m.
By European Commission’s decision published on 
23 August 200316 Bulgaria was granted the right 
to manage funds under another seven measures 
of the SAPARD Program. Projects for set up of 
producer’s organizations, construction of markets and 
market-places, arboriculture, farm land afforestation, 
investments in forestry enterprises, processing and 
marketing of forestry products can apply under these 
measures. Two of the new measures are entirely 
oriented towards the public sector and will have the 
municipalities as beneficiaries. The opportunity to 
apply with projects for rehabilitation and development 
of villages, preservation of the cultural heritage and 
traditions, as well as for development and improvement 
of the inter-town infrastructure is discussed. A new 
accredited measure envisages provision of funds to 
training institutions for training courses for farmers 
and tobacco growers, forest owners and users, as 
well as for any other people engaged in agriculture. 
The funds under the "technical assistance" measure 
will be used to organize explanatory campaigns 
among the candidates to finance the program.
AGRICULTURE
15 Official Gazette, No. 66/25 July 2003.
16 Commission Decision 2003/614/EC, Official Journal L 213, 23.8.2003, pp. 10-11.
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The Greek Presidency of the European Union ended 
with the closing of another negotiation chapter, 
Chapter 22 Environment; the Italian Presidency 
(which started on 1 July 2003) declared the following 
among its priorities:
• Full integration of the new EU Member States: 
Cyprus, the Czech Republic, Estonia, Hungary, 
Latvia, Lithuania, Malta, Poland, the Slovak 
Republic, and Slovenia. (At the end of 2003 the 
new European Union is already a fact because 
the ten countries participate as observers in 
the European Parliament and the Council’s 
structures.)
• Preparing road maps for Bulgaria and Romania 
to assist their accession to the EU in 2007.
• Developing a pre-accession strategy for Turkey.
The European Council continued to monitor 
the progress of its future Member States in the 
implementation of the acquis, with a view to outline 
the areas where more efforts are needed. The 
European Commission presented its Annual Report 
on the progress of each country in early November.
The consultations on Chapter 24: Justice and Home 
Affairs were the main focus point in the period July 
– September 2003. During his visit to Bulgaria in early 
July EU’s Commissioner for Enlargement Guenter 
Ferheugen pointed out at the talks with Bulgarian 
political leaders that the amendment of the Constitution 
is an irreversible step towards implementation of the 
judicial reform. A review of Bulgaria’s preparation 
for accession to the European Union was also 
made. The conclusions were that completion of 
negotiations in 2004 and full membership in 2007 
are absolutely realistic goals. At the same time 
further efforts are needed to develop reforms with a 
view to confirm the good assessment for Bulgaria in 
the European Commission’s Annual Report. That will 
allow EU Member States to take a favorable decision 
for Bulgaria at the end of 2003. Guenter Ferheugen 
noted that it was important to continue the reform 
of the judicial system, the fight against crime and 
corruption, the progress in the social sphere, and the 
integration of the minority groups.
In September the National Assembly passed with 
230 votes for and no votes against or abstentions 
the amendments to the Constitution regarding 
the judicial reform. 
The EU Commissioner also gave a favorable 
assessment of Bulgaria’s place on the international 
arena: “I, as well as the European Commission and 
the whole European Union value high Bulgaria’s 
clear position on the International Criminal Court. 
We are especially grateful that Bulgaria as a future 
Member State fully respects and supports EU’s 
common position on such an issue of fundamental 
importance.” Regarding economic development, 
in his opinion Bulgaria has shown extremely high 
growth rate in the recent year and he stated that 
investing in Bulgaria had great potential and the 
European Commission intended to considerably 
increase its support in the pre-accession phase with 
a view to assist for fulfillment of the conditions and 
achievement of a sufficient level of readiness.
Expenses for Bulgaria amount to about EUR 300 m per 
year. In 2004 the amount will exceed EUR 360 m, in 
2005 it is expected to reach EUR 400 m, and in 2006 
– more than EUR 430 m. This places Bulgaria much 
ahead of the other countries in terms of financial 
support per capita.
Bulgaria will also receive EUR 4 150 m for 
improvement and modernization of the transport 
infrastructure. Four projects which are of priority 
importance to the Trans-European transport network 
of the future enlarged European Union have been 
agreed with the European Union. They will start to 
be implemented in 2007 and will be completed in 
2010. These funds rank Bulgaria third in terms of 
the volume of EU grant aid for construction of the 
internal transport infrastructure compared to GDP. 
The projects include:
• Elimination of the Rein-Main-Danube bottlenecks. 
The cost of the Bulgarian part of the project will 
be EUR 138 m.
• Modernization of the Greece (Bulgarian 
border) – Sofia – Budapest – Vienna – Prague 
– Nuernberg railway. The cost of the Bulgarian 
part is EUR 2 400 m.
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• Thessaloniki – Sofia Motorway. Construction works 
on Bulgarian territory amount to EUR 675 m.
• Bari – Dures – Burgas – Varna railway. The 
project value for the Bulgarian territory amounts 
to EUR 937 m.
In early July the Commission for approval of projects 
under SAPARD approved 88 projects with total 
investment amounting to nearly BGN 44 m. Thus 
total projects under SAPARD are 617 at this stage, 
with investments in Bulgarian agriculture under 
these projects amounting to nearly BGN 400 m. 
Subsidies for the beneficiaries amount to BGN 195 
397 615. The Annual Financial Agreement under the 
SAPARD Program was signed on 23 July 2003. The 
EU-financed grant aid under the Annual Financial 
Agreement amounts to EUR 56 133 539. The 
financial commitment is valid till 31 December 2006, 
and the corresponding financing from the state budget 
amounts to EUR 18 711 180. National co-financing 
is a mandatory condition for fulfillment of the pre-
accession program and must account for 25 per cent 
of total program public costs. The Annual Financial 
Agreement extends the financial commitments of the 
European Community under SAPARD undertaken 
with the previous Annual Financial Agreements, as 
follows: for 2000 – till 31 December 2004, for 2001 
– till 31 December 2005, for 2002 – till 31 December 
2006.
At the same time Bulgaria was ranked sixth in terms 
of proposals sent under EU’s Sixth Framework 
Program. Ninety-five out of the 283 ideas published 
in the Internet site of the Community’s Research and 
Development Information System (CORDIS) are 
Bulgarian.
Unfortunately MoF data about the fulfillment under the 
PHARE, ISPA and SAPARD programs as of  31 July 
2003 reveal that only 9.72 per cent of the funds under 
the ISPA pre-accession program in the country are 
utilized. Whereas only a month earlier data reveal 
that the percentage compared to the agreed funds is 
11.89 per cent. The drop in the utilization under ISPA 
program is a result of the fact that as of 31 July 2003 
the agreed funds are by EUR 17.5 m more compared 
to June 2003, but the European Commission paid only 
EUR 4.2 m more. This means that the agreed amount 
under the projects increases but the actually paid 
amount is smaller.
Sixteen financial memorandums amounting to a 
total of EUR 909 220 m were signed from 2000 
till the end of July 2003 under ISPA, with 11 in the 
environment sector and 5 in the transport sector. As 
at end of July Bulgaria utilized under SAPARD 13.26 
per cent of the total budget under the three annual 
financial agreements. As of 31 July funds utilization 
rate under PHARE 2000 is 57.89 per cent and under 
PHARE 2001 – 47.04 per cent. PHARE projects are 
implemented on a three-year basis and prepared in 
six stages. The financial memorandum under PHARE 
2002, which was signed at the end of 2002, finances 
21 projects amounting to EUR 94.9 m. EUR 23.6 m 
are provided to finance the economic reform and the 
application of the acquis, EUR 14 m are provided for 
economic and social cohesion, and EUR 36.4 m for 
strengthening of the government administration.
The first session of the Joint Consultative 
Committee of the National Association of 
Municipalities in the Republic of Bulgaria and 
the Committee of the Regions of the European 
Union was organized in the middle of September 
in Sofia. The participants discussed the status of the 
negotiations for Bulgaria’s accession to the EU placing 
the focus on the regional policy. The Joint Committee 
has been set up to assist Bulgaria’s preparation for 
accession to the European Union by way of direct 
contacts between the Bulgarian and the European 
local authorities. The set up of this committee was 
approved by the Council of the European Union.
The decision to set up a Committee of the Regions 
of the European Union was taken in Maastricht in 
1991. Its first plenary session was organized in 1994 
and the local and regional authorities of the Member 
States were represented. The Committee of the 
Regions of the European Union is a complementary 
body to the three Community institutions – the 
European Council, the European Commission, and 
the European Parliament.
EU ACCESSION
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The regional policy and regional economic 
development topic is included for the first time in the 
quarterly review of the Bulgarian economy with a 
view to Bulgaria’s preparation for full EU membership 
and building a capacity for use of the structural funds. 
The objective is to study the political decisions, facts 
and events related to the achievement of balanced 
and sustainable development of the regions and 
reduction of the disproportion between them, as well 
as the process of social and economic cohesion with 
the European Union. 
The successful implementation of Bulgaria’s regional 
policy should result first in lower economic and social 
differences within the country, and second – in 
achieving social and economic cohesion with the EU. 
Efforts should be focused on achieving high level of 
economic and social development for the country as 
a whole (with a view to reduce the differences with EU 
Member States), as well as on reducing the differences 
in the development of the Bulgarian regions.
The differences between the individual regions of the 
country are now distinct and will probably increase 
after the end of economic restructuring. Therefore 
the Government sets regional policy as one of its 
main priorities and has started to introduce regional 
development instruments.
Legislative Framework
The draft Regional Development Act approved 
with CoM’s Decision No. 127/28 February 2003 was 
passed on first reading in the National Assembly. The 
new draft (unlike the former act) describes in detail 
the planning regions and the target influence regions, 
the planning and programming activities at regional 
level, the management structures. It is believed that 
this act constitutes an appropriate legal framework 
to ensure full compatibility of EU’s policies and 
regulations, including operations financed from the 
pre-accession funds.
Territorial Organization and National Structures
With regard to the territorial organization Bulgaria 
accepts the conventional Eurostat classification 
(NUTS). With CoM’s Decree No. 145/2000 Bulgaria 
was divided into 6 planning regions (NUTS II): 
Northwest with Vidin as center, North Central 
(Russe), Northeast (Varna), Southeast (Burgas), 
South Central (Plovdiv), Southwest (Sofia). The 28 
regions set up under the Act on the administrative 
and territorial development of the Republic of Bulgaria 
form the next level (NUTS III). These regions in their 
capacity of bodies of the central executive power 
comprise one or more neighboring municipalities. 
Municipalities are the basic territorial units, which form 
the next organizational level of the administrative and 
territorial units classification (NUTS IV). Municipalities 
and regions are defined by the Bulgarian Constitution. 
Mayoralties form the last level (NUTS V).
Bulgaria has only one level of local self-government 
– the municipalities. Until now the regional policy 
of the State was only implemented by the regional 
governors and the regional administrations. When the 
new act takes effect, this policy will be substantially 
implemented by the Regional Development Councils 
in the planning regions, which will comprise 
representatives of MoF, MEW, MAF, MoE, MLSP, 
and MTC. The Regional Development Council is 
a consultative body at the Minister of Regional 
Development and Public Works, which implements 
the government policy at regional level. Regional 
Development Councils will be set up in the regions 
to assist the regional governors in performing their 
functions and tasks regarding regional development, 
in developing Regional Strategies, as well as 
development and organization schemes. Local self-
government only operates at municipal level where 
Municipal Development Plans and Implementation 
Programs thereof are developed.
The new act provides opportunities to implement 
a government policy with the corresponding 
planning and financial support, combined with 
efficient local self-government at regional level. The 
complementarity of the Executive and the bodies of 
local self-government is a necessary condition for 
the development and implementation of a successful 
regional policy. The public discussion on the need 
to form a second level of local self-government 
(what the regions would be), provided however that 
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elections at regional level are adopted, continues. The 
fact that civil society structures cannot take part in the 
decision-making process largely makes pointless the 
role of this level and makes it a rather less influential 
administrative structure, which will not be able to get 
fully involved in the implementation of the regional 
policy and the cooperation within the EU.
Regional development programming and resource 
support is carried out within the National Regional 
Development Operational Program, which is an 
integrated manifestation of the planning regions 
development policy and is worked out as part of the 
National Economic Development Plan. The planning 
regions work out regional development plans as 
structural elements of the National Operational 
Program and in accordance with the priorities and 
the specific objectives contained in the regional 
development strategies. The Municipal Development 
Plans set out the objectives and priorities for 
development of the municipalities and the financial 
resources for achieving this development.
Making Use of the Structural Funds 
Bulgaria’s position on Chapter 21: Regional Policy 
was given a positive assessment in the European 
Commission’s Report on Bulgaria’s progress 
towards accession. The Strategy for Bulgaria’s 
Participation in the Structural Funds and the Cohesion 
Fund was developed as early as a year ago. In the 
middle of the year the Government approved the 
updated National Economic Development Plan 
required to program the aid from the structural funds. 
Work on the procedures for development of the 2007–
2013 National Plan, the institutional responsibilities 
and competence, their relatedness to the national 
budget and the public investment program, is already 
in progress. The units to manage the aid from the 
structural funds at the different ministries have been 
set up, as well as the coordinating body – the EU 
Funds Management Directorate at the MoF.
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Dr. Anelia Damianova, 
Center for Economic 
Development
At the end of October, the 
World Economic Forum 
announced officially the 
results from the annual 
Global Competitiveness 
Report 2003 – 2004. This 
is the most comprehensive and representative study 
of the economic growth potential of the countries in 
the world. The number of countries covered by the 
report was increased from 80 in 2002 to 102 this 
year. Together with a number of countries in Africa, 
several new countries from South Eastern Europe 
such as Macedonia, Serbia and Montenegro, are also 
included in the report. In fact, this year’s report covers 
97.8 per cent of world GDP.
What is unique about this report is the methodology 
it utilizes mostly because it combines precise 
quantitative indicators with the opinion and 
expectations of the business in the different countries 
involved in the survey. 
FINLAND: THE MOST COMPETITIVE ECONOMY 
IN THE WORLD 
According to the report, the most competitive 
country in the world is Finland. This success is 
due to good achievements in all areas influencing 
competitiveness. The United States, the second 
country in the list, has leading positions in the area of 
technologies but these excellent results are stained 
by the weaker valuations given to the quality of public 
institutions and the condition of macroeconomic 
environment and particularly public finance, (in this 
area the country takes the 50th place among the 102 
countries in this year’s survey).
Six European countries are among the top ten 
countries in terms of competitive economies: Finland 
(1), Sweden (3), Denmark (4), Switzerland (7), 
Iceland (8) and Norway (9). The outstanding results 
of the Scandinavian countries are quite impressive. 
U.K. and Canada fall quite back due to the lower 
efficiency of public institutions in these countries. 
France and Germany have a slight improvement 
in their rating (13th  and 26th  place, respectively), 
due to the advance of technology development and 
institutions regardless of budget difficulties.
The best performing economies in Asia are those of 
Taiwan and Singapore, taking 5th and 6th position, 
respectively. For Taiwan this may be explained with 
the excellent results in the area of information and 
communication technologies, and for Singapore – with 
the traditionally good macroeconomic environment 
and efficient public institutions.
From amongst the countries about to join the 
European Union next year, the ones with the best 
positions are Estonia and Latvia. Estonia has moved 
from the 27th to the 22nd position which, according to 
the methodology of the report, is an evidence that the 
country has sufficient growth potential. The situation 
with Latvia is similar, as it has moved up from the 43rd 
to the 37th position.
BULGARIA: WITHOUT SUBSTANTIAL CHANGE 
IN COMPETITIVENESS 
Two competitiveness evaluation indexes have been 
established – one that characterizes the growth 
potential of national economies in the long run 
(competitiveness of the economy) and the other 
one evaluates the competitiveness of companies 
(competitiveness of the business).
Competitiveness of economy        64 Competitiveness of business        74
Macroeconomic environment            73 Company strategies                          81
Public institutions                              62 Business environment                      72
Technological development               63  -
I. Economy competitiveness index
Bulgaria takes the 64th position in terms of 
competitiveness of its economy from amongst 102 
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countries. From the 80 countries studied in 2002, 
Bulgaria falls down from the 58th to the 60th position.
The main purpose of the potential competitiveness 
index is to allow an analysis of the capacity of national 
economies to achieve economic growth in the 
medium and long run. It is based on the Forum’s team 
understanding of determinants of economic growth 
and summarizes a number of indicators in the area 
of institutional strengthening and structural changes. 
The potential competitiveness index is comprised of 
three sub-indexes – macroeconomic stability, quality 
of public institutions and technological development. 
These are the factors that, according to the Forum 
team, determine the countries’ growth potential to the 
highest extent. 
Macroeconomic stability per se cannot lead to a 
dynamic economic growth but the absence of such 
stability may stand in the way of the prospects for 
sustainable development.
The second axis of growth potential is the quality of 
public institutions. In a market economy well-being is 
created by the private business. The latter, however, 
operates within the state framework and has permanent 
relations with different public institutions. This means 
that ownership rights should be adequately protected 
by the legislative and judicial branches. Business would 
be hindered in a country where rules and laws are not 
complied with, where there is a lack of efficient and 
impartial judicial system. Existence of corruption results 
in more costly transactions and makes the business 
incur unjustified extra costs. For this reason, the Forum 
team gives priority to the efficiency of public institutions.
The third pillar of growth potential is technological 
progress. According to the researchers, it is precisely 
this factor that turns into the major catalyst of 
development and its significance grows permanently 
at the expense of other factors whose importance 
progressively diminishes. 
1. Macroeconomic environment 
In comparison with last year, Bulgaria has moved up 
several positions in terms of its macroeconomic stability 
from 75th position last year to the 73rd position this year. 
The country has relatively good quantitative indicators 
– GDP growth rate, low budget deficit, relatively low 
inflation rate, improvement of credit rating. At the 
same time, the results on certain indicators related to 
the subjective evaluations of entrepreneurs, are more 
unfavorable – low confidence in politicians, abusive 
appropriation of public funds, expectations for a 
recession. Other negative indicators are state subsidy 
levels and savings levels. 
2. Public institutions
Public institutions ensure protection of ownership, 
fast and impartial arrangement of business-related 
lawsuits, efficiency of state expenditures for public 
services, transparency of all levels of government. 
Two sub-indexes are also formed here – one 
evaluating the level of corruption spread and the 
other evaluating the efficiency of the legislation and 
the judicial system. Public institutions is the indicator 
for which Bulgaria has the best positions especially 
in terms of corruption. The level of corruption is 
an important indicator as to the extent to which 
the government ensures efficient, clear rules and 
frameworks for development of business, as well 
as effective and impartial mechanisms for public 
services.
Under this index Bulgaria takes the 35th position, i.e. 
in the first half of the countries with lower levels of 
corruption. Such a good result is achieved for the 
second time after last year. Such evaluations are 
comparable with some other international surveys 
(for example, Transparency International), where 
Bulgaria also has comparatively good positions 
(54th position from amongst 134 countries). Latvia, 
Poland, the Slovak Republic are all behind Bulgaria. 
Estonia, Hungary and Lithuania outrun Bulgaria in 
this area. Much further behind are Romania, Croatia, 
Macedonia, and Serbia and Montenegro.
Certainly, these results cannot bring calmness 
but they come to confirm the circumstance that 
corruption is widespread everywhere, it is a complex 
phenomenon that cannot be quantified and evaluated 
in a single way. 
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The major problems with institutions are still related 
to the insufficient level of efficiency and impartiality 
of the judicial system (78); organized crime (93); 
neputism (87); protection of ownership rights (92). 
3. Technological development 
Bulgaria has still comparatively good results in 
terms of technological development. In general, it 
is implemented in two ways – through creation of 
new technologies (innovation potential) and through 
transfer of technologies from abroad. This allows the 
technological index to be decomposed into three sub-
indexes – innovation, information-communication, 
and transfer. 
• Innovation index
In the report, the innovation index is evaluated 
by means of a number of indicators where the 
most important ones are patenting new products, 
processes and technologies, and the number of 
students in higher educational institutions. The 
strongest countries in this respect are the United 
States, Canada, the West European countries, Japan, 
Korea, Singapore, etc. About 15 per cent of the world 
population lives in these countries but they own 99 
per cent of the patents issued for new products and 
technologies. These countries implement the third, 
highest stage of development of the modern world 
that is innovation oriented.
The other countries import technologies and products, 
i.e. they have to build potential for transfer and 
successful implementation of modern technologies. 
The fact that the countries with the highest level 
of growth are those that succeed in attracting 
substantial foreign investments from multi-national 
companies in innovative countries is eloquent 
enough. Investments are related to a flow of new 
technologies and products, capital and managerial 
skills. Such countries are China, Ireland, and Poland 
from the Central European countries.
In this respect, Bulgaria takes the 43rd position and 
outruns a number of Central European countries. The 
conclusion that may be drawn for Bulgaria is that it 
owns innovation resources.
• Information - Communication index
In terms of this index, Bulgaria takes the 49th position 
– which is also comparatively good as last year 
Bulgaria took the 50th position with a smaller number 
of countries. Ahead in the ranking are Estonia, 
Slovenia, the Czech Republic, the Slovak Republic, 
and Poland. What is interesting here is that individuals 
in Bulgaria are much more active in the use of modern 
information technologies than businesses. The 
implementation of modern information technologies 
is a result of the personal initiative of entrepreneurs 
and there is still insufficient will and understanding, 
and, above all, financial resources.
Certain quantitative indicators such as number of 
telephone lines (35 per 100) and number of Internet 
hosts (11 per 1000) are also good. 
• Technology transfer index 
The main problems in the area of technological 
development arise as a result of the lack of active 
company policy for modern technology transfer; here 
Bulgaria takes the 67th position. Unfortunately, foreign 
investments do not play the conducive role for such 
technologies as this happens in Poland and Hungary, 
for example. 
II. Business competitiveness index
The Forum team notes that macroeconomic 
stability is not sufficient to achieve growth. It is 
necessary to improve the micro-economic foundation 
of competitiveness (the so-called business 
competitiveness) outlining the direct relationship 
between micro-competitiveness and GDP growth.
Stable political, judicial and social institutions and 
a favorable macroeconomic environment create 
potential for national prosperity. At the same time, 
well-being is formed on a micro-level and is directly 
related with the companies’ ability to manufacture 
quality goods and services through productive 
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methods. Business competitiveness results from two 
interconnected areas – quality of micro-environment 
and efficiency of strategies, that allow them to cope 
successfully with the pressure from competitors. 
The two variables are closely connected – higher 
quality strategies require better functioning of 
the government and competent central and local 
administration, intensive market competition, more 
modern infrastructure, a greater level of information, 
developed research institutions, flawless suppliers, 
higher-skilled workers, etc. These are the factors 
that the business competitiveness index is trying to 
quantify and compare. 
In terms of company competitiveness, Bulgaria takes 
the 74th position. The best ranking of EU membership 
candidate countries is for Estonia, Latvia and 
Slovenia.
When evaluating the business environment, 
substantial importance is given to indicators such 
as opportunities for business start-up, absence of 
administrative barriers and efficient competition 
protection. In terms of administrative barriers, Bulgaria 
keeps going down in the ranking. An Act on Regulation 
of Economic Activity was adopted this year. Its main 
objective is to set clear framework for the introduction 
of new regimes, to implement one-stop shop services 
and the acquiescence institution. However, specific 
follow-up measures are necessary to further relieve 
the existing administrative procedures. 
Issues regarding  business environment
(in descending order)
Access to funding
Tax  policy
Bureaucracy
Tax rates
Organized crime
Inefficiency of police
Low quality of infrastructure
Lack of ethics in business
According to the Forum team, the main factors 
(company strategy elements) that affect companies’ 
productivity are elaboration of production processes, 
nature of competitive advantages, staff training, 
improvement of quality of marketing. For countries 
with low incomes, such as Bulgaria, the most important 
factors for the GDP/micro-competitiveness link are 
quality of marketing strategies, effective management 
and focused human resource management policy. 
According to the research, these are the areas 
where Bulgarian companies face the greatest 
difficulties – absence of adequate human resource 
training and retraining policy (85 out of 95 countries), 
inefficient marketing and low quality of professional 
management (88 out of 95). The absence of an active 
policy for purchasing and implementing modern 
technologies may be added to all that. These several 
problems result in a low level of competitiveness of 
Bulgarian companies.
III. Other indicators of competitiveness
It is also worth mentioning the comparatively more 
favorable positions of Bulgaria in the area of labor 
market regulation and some elements of human 
resource management – relative flexibility and 
freedom in the process of determining wages and 
the practice for hiring and firing workers, and the ratio 
between labor productivity and remuneration. The 
results regarding gender equality in employment in 
the private sector as well as in terms of the level of 
remuneration are also good.
However, Bulgaria’s position in terms of brain 
drainage, impact of maternity protection legislation 
on employment of women, the level of subsidies in 
agriculture, the negative impact of organized crime 
on business, etc., is unfavorable.
Bulgaria takes one of the last positions in terms 
of commitment of entrepreneurs to charity and 
companies’ support for voluntary activities of their 
staff.
IN FOCUS
REPORT BY THE CENTER FOR ECONOMIC DEVELOPMENT86 THE BULGARIAN ECONOMY IN THE THIRD QUARTER OF 2003 87
National Competitiveness Balance
ADVANTAGES
I. Potential competitiveness index ranking/102
1. Macroeconomic environment
State deficit /surplus, 2002 24
2. Public institutions
Irregular payments in tax collection 31
Irregular payments in import and export 35
Irregular payments in public utilities 44
3. Technologies
Number of telephone lines, 2002 33
Percentage of students 35
Internet users, 2002 46
Internet hosts, 2002 47
Registered patents, 2002 50
II. Business competitiveness index ranking/95
1. Quality of corporate activities and strategies
Level of customer orientation 56
Control on international distribution 61
Cluster development 67
2. Quality of national business environment
Availability of machinery and equipment 27
Quality of maths and science education 29
Availability of scientific and engineering specialists 30
III. Other indicators ranking/102
Flexibility in wage determination 22
Hiring and firing practices 24
Payment/labor productivity ratio 31
Irregular payments for public contracts 34
Irregular payments in conducting government policy 34
Women’s employment in private sector 37
Equal labor remuneration of women 39
Irregular payments in case of lending 40
Irregular payments for court decisions 47
DISADVANTAGES
I. Economy competitiveness index ranking/102
1. Macroeconomic environment
Level of deforming state subsidies 89
Level of national savings, 2002 80
Public confidence in politicians 79
Improper use of public funds 79
Access to credit 75
Country’s credit rating 57
2. Public institutions
Organized crime 93
Property  right protection 92
Neputism in state official’s decision making 87
Independence of Judicial System 78
3. Technologies
Implementation of modern technologies on a company level 95
State priority for development of information and communication 
technologies
88
Role of direct foreign investment in technology transfer 70
Cooperation between universities and business 80
Corporate expenses for research and technologies 79
Licenses for acquisition of foreign technologies 66
Internet access in schools 59
Cellular phones, 2002 56
Personal computers, 2002 52
II. Business competitiveness index ranking/95
1. Quality of companies’ activities and strategies
Use of professional management 88
Level of skills of staff 85
Licenses for acquisition of foreign technologies 84
2. Quality of national business environment
Administrative burden for start-ups 95
Condition of air transport 92
Protection of minority shareholders’ rights 91
III. Other indicators
Participation in charity initiatives 102
Corporate incentives for voluntary activities 101
Brain drain 91
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ANNEX 2: REGULATORY DOCUMENTS
PROMULGATED IN THE THIRD QUARTER OF 2003
Title Status Official Gazette
ACT on the restriction of the administrative regulation and administrative control of the 
economic activity
Amended No. 59/1.7.2003
RULES on the procedure for exercising the State’s ownership rights in commercial 
companies with state interest
Amended No.59/1.7.2003
Foreign Exchange ACT Amended No. 60/4.7.2003
ACT on the 2003 Budget of the Republic of Bulgaria Amended No. 60/4.7.2003
ACT on the Judiciary Amended No. 61/8.7.2003
ORDINANCE on the formation of the 2003 wages fund in commercial companies with 
more than 50 per cent state or municipal interest
Amended No. 61/8.7.2003
ORDINANCE on the terms and procedure for issuing export licenses New No. 62/11.7.2003
FAMILY CODE Amended No. 63/15.7.2003
State Property ACT Amended No. 63/15.7.2003
ORDINANCE on the registration and accounting of sales in commercial outlets No. 64/18.7.2003
ORDINANCE on the certification of accounts of functional structures disposing of assets 
from EU funds and programs
New No. 64/18.7.2003
Territorial Development ACT Amended No. 65/22.7.2003
ORDINANCE on the terms and procedure for issuing and withdrawing licenses to carry 
out activities as food-meal vouchers operators and to carry out activity as operators
New No. 66/25.7.2003
ORDINANCE on the terms and procedure for intervening on the agricultural products 
markets
New No. 66/25.7.2003
ORDINANCE on liquid fuel quality requirements and on the terms and procedure of their 
control
New No. 66/25.7.2003
Social Security CODE (title amended - Official Gazette No. 67/2003) Amended No. 67/29.7.2003
Bulgaria’s Territorial Development ACT Amended No. 67/29.7.2003
Bank Insolvency ACT Amended No. 67/29.7.2003
ACT on the 2003 budget of the State Social Security Amended No. 67/29.7.2003
Financial Supervision Commission ACT Amended No. 67/29.7.2003
Taxation of the Income of Natural Persons ACT Amended No. 67/29.7.2003
ORDINANCE on the terms and procedure for acquiring, paying and trading in 
government securities
Amended No. 67/29.7.2003
Waters ACT Amended No. 69/5.8.2003
Local Elections ACT Amended No. 69/5.8.2003
Local Self-Government and Local Administration ACT Amended No. 69/5.8.2003
ORDINANCE on the procedures for assessment and imposition of sanctions in cases of 
damages or pollution of the environment above admissible standards
New No. 69/5.8.2003
ORDINANCE on the data subject to entry in the public registers for the privatization and 
post-privatization control process
New No. 70/8.8.2003
Human Medicines and Pharmacies ACT Amended No. 71/12.8.2003
Public Offering of Securities ACT Amended No. 71/12.8.2003
ACT on the transactions in compensatory instruments Amended No. 71/12.8.2003
ORDINANCE No. 9/19.12.2002 on the assessment and classification of the risk 
exposures of banks and on forming provisions for depreciation loss
Amended No. 71/12.8.2003
RULES on the implementation of the Measures Against Money Laundering Act Amended No. 71/12.8.2003
CoM’s DECREE No. 179/11.08.2003 on the allocation of funds from the 2003 central 
budget to cover the shortage of funds for completion of the 2003 current costs rate for 
delegated “government activities” and for the special hospitals for post-treatment, long 
treatment and active treatment, which are municipal commercial companies
New No. 73/19.8.2003
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ORDINANCE No. 26/19.11.1998 on the registration of farm and forestry equipment Amended No. 74/22.8.2003
ORDINANCE on the procedure of licensing of public grain storehouses and registration 
of granaries, and on the control of their activity
New No. 75/22.8.2003
CoM’s DECREE No. 33/11.02.2002 on the organization and coordination of Bulgaria’s 
preparation for EU accession and of holding the accession negotiations
Amended No. 75/22.8.2003
CoM’s DECREE No. 99/17.03.1997 on the set up of a mechanism to coordinate the 
activities for Bulgaria’s preparation and accession to the North Atlantic Alliance
Amended No. 75/26.8.2003
ORDINANCE No. 31/11.08.2003 on the procedure and criteria for registration to carry 
out private forestry practice and to carry out activities in the forestry fund
New No. 76/29.8.2003
ACT on the administrative and territorial development of the Republic of Bulgaria Amended No. 80/9.09.2003
CoM’s DECREE No. 233/8.11.2000 on the foreign trade regime of the Republic of 
Bulgaria 
Amended No. 82/16.09.2003
Civil Procedure CODE Amended No. 84/23.09.2003
Family CODE Amended No. 84/23.09.2003
Waters ACT Amended No. 84/23.09.2003
Local Taxes and Charges ACT Amended No. 84/23.09.2003
Privatization and Post-Privatization Control ACT Amended No. 84/23.09.2003
RULES on the implementation of the Municipal Property Act Amended No. 84/23.09.2003
CONSTITUTION of the Republic of Bulgaria Amended No. 85/26.09.2003
ORDINANCE on tenders and competitions New No. 85/26.09.2003
Labor CODE Amended No. 86/30.09.2003
Value Added Tax ACT Amended No. 86/30.09.2003
Stamp Duty ACT Amended No. 86/30.09.2003
ACT on the protection against the harmful effect of chemical substances, 
preparations and products
Amended No. 86/30.09.2003
Anti-Discrimination ACT New No. 86/30.09.2003
Employment Promotion ACT Amended No. 86/30.09.2003
Environmental ACT Amended No. 86/30.09.2003
Waste Management ACT New No. 86/30.09.2003
Mineral Resources ACT Amended No. 86/30.09.2003
ANNEX 2: NEWLY PASSED LEGISLATION
PROMULGATED IN THE THIRD QUARTER OF 2003
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Chapter Status
(30 September 2003)
1 Free Movement of Goods Temporarily closed
2 Free Movement of Persons Temporarily closed
3 Freedom to Provide Services Temporarily closed
4 Free Movement of Capital Temporarily closed
5 Company Law Temporarily closed
6 Competition Policy Open
7 Agriculture Open
8 Fishery Temporarily closed
9 Transport Policy Temporarily closed
10 Tax  Policy Temporarily closed
11 Economic and Monetary Union Temporarily closed
12 Statistics Temporarily closed
13 Social Policy Temporarily closed
14 Energy Temporarily closed
15 Industrial Policy Temporarily closed
16 Small and Medium-sized Enterprises Temporarily closed
17 Science and Research Temporarily closed
18 Education and Training Temporarily closed
19 Telecommunications Temporarily closed
20 Culture and Audiovision Temporarily closed
21 Regional Policy Open
22 Environment Temporarily closed
23 Consumer Protection Temporarily closed
24 Justice and Home Affairs Open*
25 Customs Union Temporarily closed
26 Foreign Relations Temporarily closed
27 Common Foreign and Security Policy Temporarily closed
28 Fiscal Control Temporarily closed
29 Fiscal and Budgetary Issues Open
30 Institutions Temporarily closed
Total chapters closed 25
* Chapter 24 was temporarily closed in October.
ANNEX 3: STATUS OF THE NEGOTIATION CHAPTERS 
OF BULGARIA’S EU ACCESSION
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А. GENERAL NOTES
With this report on the Bulgarian economy we 
introduce some changes in the structure and content 
of the review. Their objective is to satisfy users’ 
interest and to establish the publication as a source 
of  reliable and comprehensive information about the 
economic development and the economic policy in 
the past quarters.
For the first time the quarterly report starts with a 
section on macroeconomic dynamics. “Enterprise 
Policy” and “Regional Economic Development” are 
also entirely new sections. The heading “In Focus” 
is also a new element. It will present analytical 
reports developed by experts from the Center for 
Economic Development. A summary of the status of 
the negotiation chapters of Bulgaria’s EU accession 
negotiations is given in the new Annex 3. The sections 
with main focus on various economic policy aspects 
are separated from the sector review section. The 
former sections on privatization, small and medium-
sized enterprises, foreign economic relations and 
foreign investments, as well as on other elements of 
the business environment are now transferred to the 
“Enterprise Policy” section.
The present review of the Bulgarian economy is an 
authentic expert product of the Center for Economic 
Development, made possible mostly owing to the long 
experience of the Center in the field of applied studies 
of the economic policy and economic development of 
the country.
The review of the Bulgarian economy in the third 
quarter of 2003 contains detailed presentation of 
the review period, assessment of the period and 
subsequent trends. The review is explicitly focused 
on this quarter of the current year. Where necessary, 
significant events, facts and data of periods prior to 
or after the end of the quarter have been highlighted. 
Where possible, two main types of data comparisons 
have been made: against the corresponding period of 
2002 or against the previous quarter of 2003. Again 
where possible, the dynamics within the quarter itself 
has been traced, too. At many points also the short-
term trend has been outlined.
The structure of the presentation above follows two 
principles simultaneously. First, the strive is towards 
giving a more comprehensive presentation of the 
subject matter areas, with corresponding prioritization 
of the range of matters discussed. Second, the 
different topics and analyses reflect the experience 
and interests of the experts and of the Center for 
Economic Development as a whole.
The review of Bulgaria’s economy in the third quarter 
of 2003 starts with presentation of the macroeconomic 
dynamics discussed against the background of the 
following basic categories: GDP, inflation, employment 
and unemployment, balance of payments, foreign 
trade and foreign direct investments. Immediately 
after that the latest values of the Estat index of 
business climate in Bulgaria are presented and a 
comparison is made with NIS’s business surveys. 
The objective of the Center in the new section on the 
enterprise policy is to analyze the national economic 
events in the review quarter, which have direct or 
indirect effect on the competitiveness of the Bulgarian 
enterprises. Such events are described in the sub-
sections on privatization, small and medium-sized 
enterprises, administrative and regulatory barriers, 
competition protection, public procurement, judicial 
system and fight against corruption, government 
administration reform, commercial policy and 
policy to attract foreign investments, condition of 
the entrepreneurial environment. In the specific 
Bulgarian economic environment the enterprise 
policy has two basic aspects – transformation, which 
is mostly associated with the process of privatization 
and liberalization of the economy, and competitive 
orientation, which involves the policies to achieve 
growth and competitiveness of the Bulgarian 
enterprises. The new section in the report studies 
problems concerning both aspects of the Bulgarian 
enterprise policy.
The public finance section covers the budget 
implementation and the fiscal reserve dynamics, 
the credit ratings, the foreign and the domestic 
debt. The wide topic of social and healthcare 
policies encompasses the issues of social security, 
employment and unemployment, labor market policy, 
income and social partnership. A review is made of 
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the current problems and condition of the healthcare 
reform. The environmental policy is discussed both 
as a specific element of the economic policy and as a 
factor for the economic environment.
The financial sector is discussed by means of the 
banking system and the capital market. Then comes 
the review of a number of sectors of significant 
importance to the economic development of Bulgaria – 
energy, transport, high technologies, communications, 
tourism and agriculture. The specialized analysis 
of the process of Bulgaria’s accession to the EU is 
underpinned by the understanding that in the course 
of these negotiations often the most determinative 
elements of economic policy are defined. There 
exists also a two-way dependence between the 
competitiveness of the Bulgarian economy at macro- 
and company level, and the status of negotiations. 
That is why in the context of the review and general 
analysis of the Bulgarian economy in the third 
quarter of 2003 the choice was made to lay down the 
emphasis on the EU accession process.
The new section on regional economic development 
studies, so far as that is possible on a quarterly basis, 
the political decisions, facts and events relating 
to the achievement of balanced and sustainable 
development of the regions and reduction of the 
disproportion between them, as well as the process 
of social and economic cohesion with the European 
Union.
The latest 2003 – 2004 Global Competitiveness 
Report of the World Economic Forum in Davos, the 
rating and the indicators of Bulgaria in particular, is 
presented under the heading “In Focus” in the quarter 
under review.
The annexes at the end constitute an integral part 
of the presentation. Annex 1 presents in detail the 
basic indicators in the quarter under review. Annex 
2 contains the list of newly passed legislation 
and amendments to laws, which are of significant 
importance to the economic development of the 
country, and were  promulgated in the Official Gazette 
in the third quarter of the year. Annex 3 illustrates the 
status of the EU accession negotiation chapters.
The work was finally completed on 10 December 
2003.
B. SOURCES
Along with the conclusions from a large number of 
own outputs and works, some of which are parts of 
concrete research projects, the experts of the Center 
for Economic Development have used statistical 
and other information and data from the following 
sources:
• National Assembly
• Council of Ministers
• Ministry of Energy and Energy Resources
• Ministry of Agriculture and Forestry
• Ministry of Economy
• Ministry of Transport and Communications
• Ministry of Labor and Social Policy
• Ministry of Finance
• National Statistical Institute
• National Social Security Institute
• Employment Agency
• Agency for Small and Medium-sized Enterprises
• Privatization Agency
• Bulgarian National Bank
• Bulgarian Stock Exchange - Sofia AD
• Financial Supervision Commission
• Delegation of the European Commission
• European Union
• European Bank for Reconstruction and 
Development
• Official Gazette
The particular sources and publications are quoted at 
the respective places in the text.
C. THE ESTAT INDEX OF BUSINESS CLIMATE IN 
BULGARIA
The business climate survey is based on own 
original methodology, developed by the team of the 
Agency for Social and Marketing Surveys Estat and 
the Center for Economic Development. The more 
significant details are described below.
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Methodology of the Sample
The survey was conducted in the period 8 – 17 October 
2003 among the managers of 438 companies. The 
sample is a two-level panel one (at the first level the 
companies are divided into groups by regions, and at 
the second level - according to their economic sectors 
as per nomenclature A6 of the NSI), and it is grouped 
on the basis of the indices “number of employees” 
and “type of ownership”. The sample is a guaranteed 
representative one at the level of going concerns.
Methodology of the Registration
The information has been collected using the method 
of an inquiry at the work place. The interviews were 
held with the owners of the companies covered 
by the sample, or with persons authorized to 
make management decisions and to sign financial 
statement documents (managers, chief accountants, 
commercial or marketing directors).
The questionnaire contains eight substantive 
questions and three passport questions. The 
integrated index is comprised of three components. 
The questions from one to five inclusive comprise 
Component I – “General Condition of the Company”; 
question six - Component II – “Investment Attitudes 
and Corporate Strategies; questions seven and eight 
- Component III – “Business Environment”.
General Description of the Index Calculation
1. Preliminary preparation
The preliminary preparation includes weighting of 
data according to the indicators “economic sector” 
and “number of employees”, recoding and calculating 
values for the respective questions.
• Questions with one possible answer
The original scales are of Likert type with codes from 
1 (the highest degree) to 5 (the lowest degree). 
Recoding is done so as to have a scale from -2 
(the lowest degree) to +2 (the highest degree).
• Multiple choice questions
These questions are recoded in advance so that 
possible answers are located symmetrically on 
both sides of the neutral point (the zero).
2. Calculation of the components
The index for each question (indicator) is calculated 
as a weighted average value.
Weights are assigned to each indicator within a 
component by means of expert evaluation. The 
value for each component (“General Condition of 
the Company”; “Investment Attitudes and Corporate 
Strategies”; “Business Environment”) is calculated as 
a weighted average.
The first table above shows the values obtained for 
the three components and the integrated index.
3. Calculation of an integrated index
The integrated index is calculated as a weighted 
average of the three components. The weight for 
each of the components is determined by means of 
expert evaluation.
The Estat index of business climate assumes values 
from -100 to +100. The business climate condition is 
assessed according to the following scale, similar to 
the one used in the German IFO Business Climate 
Index:
-100 to -61 very poor 
-60 to -21 poor
-20 to +20 average
+21 to +60 good
+61 to +100 very good  
Interpretation
All components (with no exception), as well as the 
integrated index assume values within the interval 
[-100, +100]. The set of tools allows to determine also 
the direction of the index. The difference between 
the values of questions Q3 (assessment of the 
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expected condition), Q2 (assessment of the condition 
at a certain point in time) and Q1 (assessment of the 
condition during the preceding period) is applied as a 
criterion for determining the direction. 
Beside everything aforesaid about the 
methodology, in many places throughout the text 
additional methodological and other notes and 
comments are given.
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New appointment
At the end of July, the Director of the Center for Economic Development, 
Mr. Dimiter Ivanovsky, accepted a new position – Deputy Minister of 
Economy. His responsibilities from now on will be mainly related to the 
economic policy and competitiveness of the Bulgarian economy.
Mr. Ivanovsky was Program Director of the Center for Economic 
Development in the period 1997–2001, and from 2001– its Director. He 
has a Master’s degree in economics from the University of National and 
World Economy, major in International Economic Relations, as well as 
specialization with a Diploma in Investment Fund Management from the 
Central European University in Budapest, Hungary. His work experience 
is in the area of finance, privatization process consultancy and management and 
participation in social and economic projects.
Visit by Professor Jim Rollo from the University of Sussex, Great Britain
On 1 July, the CED was visited by Professor Jim Rollo, accompanied by 
representatives of the British Embassy in Bulgaria. Mr. Rollo is a Professor 
in European integration at the University of Sussex, U.K., and Director of the 
European Institute to the University. Professor Rollo was Chief Economic Advisor 
in  Foreign Office.
The main objectives of Professor Rollo’s visit that lasted several days were to 
promote the activity of the European Institute and the University of Sussex in 
general, and to get acquainted with the current economic and political situation 
in Bulgaria. For this reason, the discussion with Professor Rollo focused on 
the immediate challenges before the Bulgarian economy presented by CED 
– macroeconomic indicators, fighting corruption, judicial reform, privatization 
process and attracting foreign investment.
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Meeting with Cindy Houser from the Japan Bank for International Cooperation 
On 9th July, a meeting with Cindy Houser, Сenior Еconomist at the Japan Bank 
for International Cooperation, was held at CED. The Bank has been established 
with the support of the Government of Japan to provide assistance to the foreign 
trade and cross-border economic activity of Japanese enterprises through different 
financial operations.
Mrs. Houser visited Bulgaria in order to learn about the country’s economic 
prospects. After a series of meetings with representatives of the executive branch 
and government institutions, Mrs. Houser expressed her desire to discuss the topic 
with the CED experts.
The discussion was devoted to budget policy, foreign trade deficit, privatization, 
structural reforms and competitiveness of the Bulgarian economy. Special attention 
was paid to the specificity of Bulgarian monetary policy under the conditions of a 
currency board as well as to the hot issue of fiscal reserve management.
Economic forum in Velingrad 
On 15th July, CED jointly with the Agency for Regional Development – Velingrad 
and with the support of the UNDP organized an economic forum Velingrad – An 
Attractive Place for Investment and Business.
The purpose of the forum, held in the Business and Information Center, was 
to present the economic potential and prospects for development of Velingrad 
municipality to foreign and local investors. Representative s of the local business, 
the government and municipal administration, foreign investors, representatives of 
commercial missions of South-East European countries in Bulgaria, and experts, 
were invited to the forum.
Mr. Dimiter Hadjinikolov, Deputy Minister of Economy, presented an address by 
Mrs. Lydia Shouleva, Deputy Prime Minister and Minister of Economy, which 
discussed different aspects of the government’s policy in the area of economic 
development. The state administration was also represented by Mr. Filip Pashov 
from the Foreign Investment Agency who outlined the policy in that area. 
In her presentation, Mrs. Andriana Tosheva, Executive Director of BIBA, 
summarized the problems foreign investors face and indicated the expected positive 
changes related to the Act on Regulation of Economic Activity (the acquiescence 
principle and the one-stop shop service). Mr. Bojidar Danev, Chairman of the 
Bulgarian Industrial Association, discussed the role of infrastructure for the 
development of the business and the serious problems Velingrad municipality has 
in this respect. Mrs. Svetlana Papoukchieva, Chairperson of the Managing Board 
of the Agency for Regional Development  – Velingrad, made a presentation on 
the overall economic potential of the municipality as well as of the achievements 
and prospects of two major sectors – tourism and wood processing. CED experts 
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provided a detailed picture of these two sectors and tried to propose solutions 
for their future development. It was indicated that it is necessary to work out a 
municipal tourism development strategy with a focus on spa tourism for which 
excellent conditions exist in the town, as well as other specific forms of tourism 
such as rural, eco- and cultural tourism.
Special interest was generated by the presentation of successful companies in the 
region, which shared their experience and good practices. Mr. Jacob Modder, Senior 
Manager of Business Development under the JOBS Program, also talked about 
their work with the local business and outlined the possibilities of the Program to 
support entrepreneurship.
Discussion on tax policy issues
On 16th July, CED hosted a discussion on tax policy in Bulgaria with the participation 
of experts from  CED, the Bulgarian National Bank, and tax consultants. Among 
other things, the forum discussed issues like the rationale and objectives of tax 
policy, the necessary changes in the tax legislation and methods of implementation 
for establishment of a favorable business climate, fostering economic growth in the 
country and the reform in tax administration. 
The tax consultants were united around the thesis that currently the tax policy 
in Bulgaria is oriented towards revenue collection regardless of the effects on 
taxpayers. There are no adequate measures for supporting taxpayers and for 
creating favorable conditions for business development, attracting investments 
and economic growth. According to the participants in the discussion, the main 
problem is related to the permanent complication of the tax system through non-
related partial changes (serving short-term fiscal purposes) and the absence of a 
clear concept, uniform tax policy and measures for achieving the set goals. That is 
why it is necessary to clearly formulate the long-term objectives of tax policy. On 
the one hand, several opinions were expressed that it is unacceptable to orient it 
solely towards ensuring budget revenues  regardless of its impact on the business. 
At the same time, it is highly unlikely that it is the most efficient, and it is definitely 
not the only instrument for promotion of investment and economic growth and 
achieving social goals. In this sense, it would probably be more productive to 
formulate specific goals such as elimination of contradictions in the legislation and 
the possibilities for different interpretation of the laws in the different regions in the 
country and with respect to different taxpayers.
 
The major problem of tax legislation is its complexity and the possibilities for 
different interpretation by taxpayers and tax administration. In order to avoid its 
further complication, tax measures should be evolutionary and carefully measured 
without contradicting the existing provisions. The practice of introducing partial 
tax changes in the legislation without a clear vision should be interrupted. A major 
prerequisite for the correct application of the legislation is the proper training of 
staff and their good faith. Currently, there is not sufficient control on tax officials 
and compliance of tax audit statements issued by them. There are possibilities for 
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follow-up changes in the statements by initiative of the tax officials themselves. 
There were some proposals for creating specific standards for tax purposes that will 
accommodate in a clear and easy manner the different hypotheses and trends in the 
economic life for decreasing subjectivity in the interpretation of tax laws.
Several potential risks were indicated with regard to the tax administration reform 
(the establishment of a National Revenue Agency (NRA) intergrating the National 
Social Security Institute and the tax administration). According to experts, there 
are still doubts whether the establishment of NRA will achieve the necessary 
simplification of the tax system and the tax collection procedures and to what 
extent the existing administrative structures are capable of introducing a more 
effecient organization of  NRA. Another major problem is the unclear connection 
between NRA and the municipal tax administration and the duplication of their 
tax collection functions (for central and local budgets, respectively) that would 
result in an increase of service costs for such activities. Concerns were shared that 
the establishment of the NRA would make the tax system even more complicated 
without compensating this with a simplified taxation regime (including taxation 
procedures, scope of taxpayers and tax rates). It is possible that the larger part 
of the negative effects of the reform conducted without serious preparations be 
borne by the taxpayers and not by the administration. For this reason, it would 
be necessary to at least postpone the establishment of the Agency in order to gain 
time to implement the necessary legislative changes and harmonization of the 
administrations.
The discussion laid excellent foundations for further deliberations on the goals 
and specific measures in the area of tax policy for reducing the tax burden and 
eliminating the imperfections of the current tax system. The participants made a 
commitment to launch future initiatives and proposals for measures in this area. 
Discussion on enterprise policy issues
On 22nd July, the CED organized an expert discussion on the topic of  The Necessary 
Enterprise Policy for Bulgaria. Representatives of the executive branch, non-
governmental organizations and the business, as well as CED experts, took part in 
the discussion.
The issues under discussion may be classified in two categories – first those issues 
related to the necessary changes in the structure of the administration and mainly 
in the Ministry of Economy, that will ensure a more adequate response to the needs 
of the business, and second – the necessary changes in the way of thinking of the 
Government’s economic team that will generate more incentives in the economic 
policy for domestic and foreign investment in the economy. 
The specific proposals were formulated along the line how executive branch 
representatives could maintain closer contacts with the Directorate General 
Enterprises of the European Commission and to implement the best practices of 
European enterprise policy, to comply the economic policy with the goals of the 
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Lisbon program. This requires maintenance of stable teams that will appropriate 
the pre-accession funds, raising human capital quality for use of the funds and 
guaranteeing the stability of civil servants. 
A necessary change in the SME policy was also discussed that will allow a greater 
number of SMEs to receive funding from the pre-accession programs. Specific 
proposals were made as to the role of the Agency for Small and Medium-sized 
Enterprises in the implementation of enterprise policy, the ways for its funding 
and the role it should play so that enterprises could find new markets and transfer 
technologies to their own products and processes. 
Moreover, measures were proposed that would stimulate large enterprises to invest 
in the economy as well, regardless of their origin. Special attention was paid on 
what specific methods may be used by the Government to attract large foreign 
investors in accordance with their strategies for South Eastern Europe and the role 
of the Foreign Investment Agency in this process. 
The need of clarification of the requirements to enterprises undertaken in the EU 
accession negotiation process was also emphasized. Attention was paid to the 
problems that enterprises should resolve themselves and for which the Government 
cannot provide any support, mostly related to internal company factors for business 
growth in Bulgaria.
Discussion on fiscal decentralization issues
On 28th July, CED organized a discussion on the problems of fiscal decentralization 
in Bulgaria with the participation of experts from the central and local governments 
(National Assembly, President’s Office, MRDPW, National Association of 
Municipalities in Bulgaria, Sofia Municipality, Rousse municipality) and the 
non-governmental sector (the Center for Economic Development, the Local 
Government Reform Initiative, the Center for the Study of Democracy, the Center 
for Regional Studies). The powers of local authorities, the quality of services 
offered by municipalities, methods for stimulating local governments to perform 
better by linking performance and revenues to local governments, strengthening 
the direct link between taxes and fees and services rendered, raising the sense 
of responsibility of local communities for their everyday life and the life in the 
municipality were discussed. In this regard, the problems that were raised during 
the discussion are connected with the absence of long-term regional policy, with 
the unclear relations between the central and local governments, the still strong 
financial dependence of municipalities on the central budget and their inability to 
plan tax revenues, the underdeveloped system for control on municipal finance, 
were among the issues touched upon during this discussion. 
The parameters of the income and expenditure part of municipal budgets were 
outlined, as well as the disbalance between the different sources of income and 
the necessity of changes in the economic structure of local governance (building 
the next level where problems that are outside of the abilities of the municipality 
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can be solved). According to Mr. Ivaylo Kalfin, 
Economic Policy Secretary of the President of 
the Republic of Bulgaria, there are four major 
challenges in the process of fiscal decentralization in 
Bulgaria: inefficient use of municipal budget funds, 
insufficient revenues for financing the services 
rendered, risk of contradiction between the fiscal 
and financial independence of municipalities and the 
central policy and priorities as well as the insufficient 
economic potential of  municipalities in Bulgaria. 
A trend was identified that responsibilities are 
delegated to the local governments without the 
necessary rights and resources to implement them. 
According to Mrs. Ginka Chavdarova, Executive 
Director of the NAMRB, in the mid-term, the revenue 
part of municipal budgets is to be decentralized and 
the own sources of income of the municipalities 
are to be diversified. The main difficulties outlined 
in terms of optimization of municipal expenditures 
were the practice of preparing one-year budgets 
which impedes planning and implementation of 
medium-term and long-term capital investment and 
the limited access of a large number of Bulgarian 
municipalities to capital markets and bank credits. 
At the end of the discussion, Mr. George Prohasky, 
Co-Chair of CED Board of Trustees, expressed 
CED’s intent to participate with specific proposals in the implementation of the 
fiscal decentralization process in Bulgaria.
Workshop on public procurement issues
On 17th September, CED with the support of the USAID Open Government Initiative 
(OGI) Project and the Applied Research and Communications Found (ARC Fund) 
organized a workshop dedicated to the topic Opportunities for Implementation of 
Public Procurement within the Future E-Government of Bulgaria.
The organizers presented briefly the work done so far in relation to the possibilities 
for optimization of public procurement. Mr. Pavel Hinov from the OGI Project 
introduces to the participants, as part of the Project, evaluation of the draft Public 
Procurement Act (PPA) and directions for amendments to the new PPA. CED 
experts presented the experience of the organization in terms of opportunities for 
e-commerce and use of Internet by small and medium-sized enterprises which is 
directly related to the introduction of electronic public procurement and potential 
users of the service. The representative of the ARC Fund, Mr. Todor Yalamov, 
presented two of the organization’s projects having to do with the purposes of the 
From left to right: M. Tzvetkovska, CED Senior Researcher, A. 
Boshkov, Co-chair of CED Board of Trustees, A. Dyulgerov, 
Secretary General of Sofia Municipality, G. Prohasky,  Co-chair 
of CED Board of Trustees  
From left to right: Ginka Chavdarova, Executive Director of 
NAMRB, Nina Radeva, Member of the Budget and Finance 
Committee with NA, A. Mihailov, Director of department at 
MRDPW
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workshop – optimization of procedures for company registration and technological 
estimation of e-Government in Bulgaria. 
All three organizations expressed their interest and intent to support the process 
of introduction of electronic public procurement and to provide assistance for the 
initiatives implemented by the government administration in this respect.
The representatives of the Coordination Center for Information, Communication 
and Management Technologies under the Council of Ministers presented to the 
participants in the meeting the Center’s efforts and the recent developments in 
terms of implementation of the e-Government strategy and the relations between e-
Government and electronic procurement. The major reason indicated for the delay 
of the launching of the e-Government was the fact that nearly nine months after the 
adoption of the strategy there is no designated official who will be responsible for 
the tasks execution and the close monitoring of the strategy implementation. 
The problems with the current Public Procurement Register were discussed in the 
course of the discussion. According to the participants, they are related mainly to 
the incompleteness of the Register resulting from the relatively large volume of the 
information required for entry in it. The possibilities for establishment of on-line 
forms for entry in the Public Procurement Register (technical specifications) and 
the available product classifiers in the country that would facilitate the process of 
implementation of electronic public procurement were discussed. 
Mr. Ivan Sariev, Director of the IT Directorate of the Ministry of Finance, presented 
the pilot project developed by the Ministry of Finance E-Market for Small Public 
Procurement Contracts, as well as the new National Call Center Service of the 
Ministry. Although the functionality of the project developed by the Ministry of 
Finance cannot cover the entire field of possibilities of a comprehensive system 
for electronic public procurement, it may serve as a basis and be adopted by other 
ministries at a later stage. Furthermore, the development of this project may be used 
to evaluate the potential for implementation of the full range of e-services related 
to public procurement. Last but not least, it would be useful for the companies as 
a preparation for participation in the future expanded and more functional public 
procurement system. 
Several proposals for amendments to the new PPA were made as a result of the 
discussions, mainly regarding the inclusion of a specific provision introducing 
the possibility for on-line public procurement. All participants were unanimous 
that the three organizations that initiated the meeting could help the successful 
implementation of on-line public procurement through promotion of the efficient 
pilot projects and preparation of the business sector (mainly SMEs) for participation 
therein  – through dissemination of information, seminars, meetings, etc.
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New publication of the Center for Economic Development 
The brochure Conflict of Interest in Business. Business Ethics was 
published at the end of July. It is a result of the Conflict of Interest 
in Business Project implemented by  CED with the financial support 
of the Open Society Foundation – Sofia. The purpose of this project 
was to reveal the areas and manifestations of conflict of interest in the 
economy and to propose legislative and practical solutions for their 
prevention and for avoiding the accompanying corrupt practices.
The publication contains analytical and information materials on the 
topic presenting the legal and sociological aspects of this problem. 
The specific link between conflict of interest in business and the 
principles of modern corporate governance is also a question of 
discussion.
In addition to analytical texts regarding the situation in Bulgaria, the 
publication offers information resources that will be useful for all those who are 
interested in the topic of conflict of interest in business and would like to deal with 
it in greater depth – representatives of the business and its associations, researchers, 
students, professors, journalists.
